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The Friden 
clears 


automatically 


after each 


calculation! 


You simply depress one key and the 
Friden clears automatically after each 
calculation. With the Friden there is no 
need to check the keyboard, no chance 
of old answers being left to accumulate 
with the new, and no wasted time posi- 
tioning the carriage—it re-positions 
automatically! 

Friden’s automatic clearing saves an 
extra operator decision and _ lessens 
chances for error. Fully automatic in 
every operation, the Friden makes an 
operator’s job easier and your calcula- 
tion work more accurate. 

Priced as low as $525, there is a time- 
saving Friden Calculator to suit your 
business needs. For an amazing 10- 
minute demonstration of the Friden, 
write or phone: 


Joseph McDowell Sales Ltd. 


CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 


FRIDEN 


Sriden figures faster 


SALES AND SERVICE ACROSS CANADA 
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know that your training and experience qualifies you 
to give them the best possible advice. For the 
same reason, we invite you to bring your invest- 
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Eacu MONTH The Bank of 
Nova Scotia prepares an author- 
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WHEN A CLIENT 
NEEDS SPECIAL 
INDUSTRIAL FINANCING 


Chartered Accountants are often called upon 
by industrial clients to suggest appropriate ways 
to finance projects. Whether or not you have 
a particular case in mind you might find it 
worthwhile to be fully informed on what the 
Industrial Development Bank can do. 


The Industrial Development Bank does not com- 
pete with commercial financing institutions but 
is often the answer where circumstances pre- 
vent efficient financing by standard methods. 
|. D. B. analysis of plant, machinery or equip- 
ment requirements may result in a plan which 
makes a project feasible for standard financ- 
ing. Or it may prepare the way for an |.D.B. 
loan tailored to fit a particular need. 


If you are interested in learning something 
about Industrial Development Bank procedure 
and facilities, enquire of: 


INDUSTRIAL DEVELOPMENT BANK 


MONTREAL * TORONTO ° WINNIPEG *° VANCOUVER 
901 Victoria Sq. 8&5 Richmond St. W. 195 Portage Ave. E. 475 Howe St. 









AUDITING PROCEDURES 
By Dell & Wilson 
Price 
paper-bound $1.25 
cloth-bound $2.00 


The 
Canadian Institute of Chartered Accountants 








69 Bloor Street East Toronto 5, Ontario 
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Master Key to Clerical Overhead 


After all, time is money. Eliminate Specific reeommendations by 


unnecessary paperwork and_ repetitive Addressograph-Multigraph, applied to 
writing and you solve the most serious your” particular business, cost you 
overhead problem facing management nothing, involve no obligation. Learn 
to-day. the facts... let us show you how an 


How to save time and step up business A-M system will 


efficiency can be demonstrated quickly 
... by Addressograph-Multigraph. INCREASE BUSINESS EFFICIENCY 
SAVE CLERICAL COSTS 
INCREASE SALES 
Production machines 


Have this Coupon Mailed To-day 
for business records, 
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Addressograph-Multigraph of Canada Ltd., 
Dept. No. CC-3 

42 Hollinger Road, Toronto 16, Ont. 

We are interested in having more information 

regarding the application of an A. M. system 

in our business. 


Addressograph- 
Multigraph 
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Branches throughout Canada 
54 


Please contact; Mr. enema —— 
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Belle Howell 
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Now, small as well as large businesses can 
enjoy the time-saving, space-saving, money- 
saving benefits of microfilming . . . for the 
unique Micro-Twin combines both recorder 
and reader in a single compact unit at a 
price less than you might have expected to 
pay for a recorder alone! 


The Micro-Twin, with its 37-to-1 reduction 
camera, records documents as wide as 11 
inches on just half of the 16-mm film width. 
Documents can be photographed back and 
front simultaneously. Full-size facsimile 
prints can be produced quickly, direct from 
microfilm in the reader. For hard-to-read 
material, a 24-to-1 camera is available. 


An optional Acro-Feeder provides rapid 
feeding and accurate spacing—all auto- 


Wherever theres business thone’ Burroughs 


PIs 


Burroughs 
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Burroughs Micro-Accounting 
—the modern business science 
of simplified accounting—now 
becomes a low-investment reality 
with the Micro-Twin recorder- 
reader. It eliminates wasted 
forms and duplicated motions 

. assures complete and exact 
information for speedy reference 

. and materially reduces the 
cost of doing business. 






matically. The exclusive indexing meter is 
the last word in rapid location of filmed 
documents. The Micro-Twin does the com- 
plete, modern microfilming job, yet it is as 
easy to use as a box camera. 


The compact Burroughs Micro-Twin is 
available with the matching stand and work 
organizer, as shown here, or in a model that 
fits conveniently and securely on a work 
table or desk. 


Why not find out about the many ways 
your business can profit with the Micro- 
Twin? Just phone our near-by branch 
Burroughs 

Limited, 


office for the complete story. 
Adding Machine of Canada, 
Windsor, Ontario. 





Burroughs and Micro-Twin are trade-marks. 
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LETTERS TO THE EDITOR 


Montreal, Jan. 3, 1955 
DEFERRED CREDIT METHOD 
RE INCOME TAX LIABILITY 


Sir: After perusing Research Bulletin 
No. 10, I find myself in complete agree- 
ment with Mr. G. M. Smith who held 
that “Accumulated tax reductions applic- 
able to future years’ should be deemed 
a setting aside of surplus to meet what 
appears to be a probable future com- 
mitment. I should like an explanation 
of how the Research Committee seeks to 
create a liability of the “Reduction in 
current income taxes resulting from cap- 
ital cost allowance claims in excess of 
recorded depreciation”, when such fu- 
ture liability is contingent upon 

(a) the continued profitable operation 
of the company concerned, 

(b) the continuity of taxation at the 
level in force at the time such liabil- 
ity is established. 

It is known that a 6 or 7 year period 
must usually transpire before the recap- 
ture of the deferred credit is achieved. 
Surely we are overstepping the bonds of 
conservatism when we establish liabili- 
ties that may disappear before they fall 
due. 

J. H. GOLDSTEIN, C.A. 


We always welcome reader reaction to 
material published in The Canadian Chart- 
ered Accountant, and in a case like this we 
have given a member of the C.I.C.A. Research 
Committee an opportunity to reply in this 
issue.—Ed. 


Sir: Mr. Goldstein has pointed to one of 
the very difhcult problems arising when 
depreciation claimed for the purpose of 
reducing current taxes is substantially 
greater than the depreciation entered in 
the accounts. I think the Committee on 
Accounting and Auditing Research, in 
Bulletin No. 10, takes the view that cur- 
rent profit figures should not be increased 
by such action if the likelihood is that 
the advantage of the higher current claim 
for capital cost allowances will be lost 
in a future year when the allowable 
amount will fall below the depreciation 
charged in the accounts. It follows that 
if the reduction in current income taxes 
is not reflected in current profit, it should 
not be added to surplus on the balance 
sheet. 

Of course, if the amounts involved 
are not material, or if there is little 
likelihood of continuation of profits or 
of taxation, there would be no need to 
set up the deferred credit. A close 
parallel is the contrast between real lia- 
bilities and reserves for contingencies. 
The latter are a part of surplus, because 
whatever they are, they do not represent 
provision for probable events. Provi- 
visions for probable future commitment: 
(to use Mr. Goldstein's telling phrase) 
would not be viewed as a part of sur- 
plus, nor as appropriations of surplus, 
if the commitments were expected to 
arise as a consequence of past or present 
circumstances. 

L. G. MACPHERSON, C.A 
Director of Research, C.LC.A. 
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IF YOU WANT PUNCHED CARD ACCOUNTING 
BUT THINK ITS OUTSIDE YOUR BUDGET. 
REVOLUTIONARY SAMAS 21-COLUMN 
PUNCHED CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE SPEEDING UP 
YOUR BUSINESS ! en 


G ANS “NG 
A 













Kedow, ang® 
™ — aronet Oe cw* 
ent ch? 
THIS SMALL CARD 
(actual size 23%4” x 2”) 
WILL HANDLE ALL THESE | PRODUCTION 
Scheduling 
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APPLICATIONS 


ACCURATELY 
QUICKLY 
ECONOMICALLY 







SALES 


Sales Analysis 
Order Analysis 


Material Analysis Costing 
and Control 

Labour Analysis Costing 
and Control 

Work in Process 







enh TRANSp 
pur olys*® ORTATIO 
peut ow Distribution ACCouNTING 
pis enanc 
— pistsio™ Car letting. and Cosy Statistics 


METHODS ENGINEERED TO SERVE YOUR BUSINESS 


Each punched card installation is unique unto itself in relation to the job to be done, 
Before an installation is proposed, each inquiry is processed as follows: 

Underwood Samas’ experienced technical representatives survey the operation... 
study such items as present methods and their shortcomings, objectives of proposed 
system, machines, personnel and such. This information is analyzed and a general 
procedure outline produced, card and forms worked out, machines specified and 
then, the complete plan and proposal written and submitted. Cost, forms, machines, 
personnel, procedure and expected results are available to the Underwood Samas 
buyer in advance. 

So carefully is the installation of an Underwood Samas Punched Card System 
planned that the transition takes place with little or no disruption to the functioning 
of the department. 

THE BASIC SYSTEM 
Data is recorded on cards by punching holes with the Universal Automatic Key Punch 
... can be interpreted visually and mechanically. The Sorter cross indexes the punched 
cards in any desired information grouping at the rate of 40,000 per hour, standard 
speed. The final step, automatically handled by the Tabulator, is printing information 
contained on punched cards onto regular business forms. 


Write or phone for further information... 


SAMAS PUNCHED CARD DIVISION 
Underwood Limited 





354 VICTORIA STREET, TORONTO 4, ONTARIO 
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ASSISTANT 
SECRETARY TREASURER 
Large company in Quebec City has 
opening for an experienced bilingual 
accountant with good knowledge of 
office management and costing. Pre- 
ferably chartered accountant, aged 35- 
40, with some years experience in in- 
dustry. This position offers a definite 
opportunity to the right man for early 
appointment as _ secretary-treasurer. 
Apply giving full particulars, includ- 
ing salary required, to Box 462, The 
Canadian Chartered Accountant, 69 

Bloor St. E., Toronto 5, Ont. 


A LARGE TORONTO 
ORGANIZATION 
requires 
A SENIOR 
INTERNAL STAFF AUDITOR 


Recent chartered accountant graduate. 
Internal audit work in Toronto and 
throughout Ontario. Age: Up to 30. 
Apply in writing, stating education, ex- 
perience, salary expected, etc. to Box 
465, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 





WANTED 
A chartered accountant between the 
age of 25 and 35 is required by a long- 
established firm in the Eastern Town- 


ships. Position of secretary-treasurer 
for two companies offers excellent op- 
portunities. All replies treated in con- 
fidence. Please apply in your own 
handwriting, stating age, education, 
qualifications, experience and salary ex- 
pected to Box 466, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 





COMPTROLLER REQUIRED 


For expanding prepaid medical care 
plan in Alberta. C.A. degree and 
practical experience desirable. Salary 
commensurate with qualifications. Pen- 
sion and other welfare provisions avail- 
able. Apply by mail only with fuil 
details to Box 464, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 











SWEETNESS 
and 


LIGHT 





By Jay Vee 
Renaissance d’Arthur 
A‘ long 4 the great reaction has 
set in. [am talking about the re- 
action of eat against the futur- 
istic toys of the Interplanetary Age 
which toy manufacturers were so anx- 
X-ray 


guns, etc. are on their way out and the 


ious to promote. Spaceships, 
latest trend is to the paraphernalia of 
medieval chivalry. 

According to an impartial survey 
taken recently in the local five-and-ten 
store, a small type who really wants 
to “get with it’ will deck himself out 
in a coat of mail, vizard and helmet, 
and shield emblazoned with dragon 
rampant on field gris. In his right 
hand he will grip his trusty 
sallies forth into the 


sword 
Excalibur as he 
lists of his back yard, there to joust 
with Sir Bevidere from the castle next 
door. It is not likely that the combat 
will be mortal, however; the swords, 
being made of plastic, conveniently 
bend at right angles as soon as they 
are thrust against something solid. 

It will be up to the parents to teach 
their children appropriate language to 
match these deeds of chivalry. After 
all, “Git outa here, ya no-good” might 
do for Cowboys and Indians, but even 
the least noble knight could stop 
“Avaunt, and quit 


nothing less than 
my sight, thou lily-livered lump!” And 
think of 
“Aw sheddup!” 
Shakespeare would show the necessity 
for substituting: 


the ever-popular standby: 
A quick reference to 
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“Peace, ye fat-kidneyed rascal! what 

a brawling dost thou keep!” 

A knight just couldn’t tell an enemy 
to “Stick ‘em up” — it would be too 
unromantic. First he would need to 
brush up on his history and then com- 
pose for himself a battle cry, such as: 

“Hold up thy head, vile Scot, or thou 

art like 
Never to hold it up again! the spirits 

Of valiant Shirley, Stafford, Blunt are 

in my arms:”’ 

Mayhap the small fry are biting off 
more than they thought in reviving the 


Middle Ages. 
take a tip from the olden knights and 


Well, as long as they 


stay clear of the belle dame sans merei 


not much harm can come to them. 


Birthdays Celebrated After All 


HE January column about our cal- 

endar contained an error, and a 
note of apprehension as to what hap- 
pened to the birthdays of children fall- 
ing in the period of skipped days. Mr. 
John Parton, F.C.A. of Winnipeg, who 
has made a study of the calendar dur- 
ing his long and active life, has writ- 
ten to point out that the first four 
years of the Julian Calendar were 45, 
44, 43, and 42 B.C., not 45, 46, 47, and 
48 B.C. as was stated. The year figures 
given as B.C. date backwards from the 
Birth of Christ. 


Mr. Parton also says that at first 
only a few countries adopted the Greg- 
orian calendar. Great Britain and her 
colonies did not change until the year 
1752 and in that year omitted 11 days 
(reckoning September 3 at September 
14). Other countries were even later; 
indeed Russia only accepted it (with 


modifications) in 1923. The people 


with birthdays during the lost 11 days 
simply changed the date of their birth- 
days so that an actual year intervened 
since the previous one. 






















NO INK 


To Buy, Carry or Apply 
JUST SLIP AN 
Rubber 


| S T U STAMP PAD 


INTO YOUR POCKET OR BRIEFCASE 


e@ SELF INKING 
No messy inking 


@ READY FOR USE 
Always. Will not 
dry out. 


e@ EASY ON STAMPS 
Firm, resilient 
surface-clear 
impressions. 


Permanently Inked 





TESTED 


FULLY 
5 STANDARD COLOURS 


Purple, Black, Blue, Red, Green 

Small ....34%4"x2”" Each .95 Doz. $10.45 
Medium ..4%"x2%” Each 1.35 Doz. 14.85 
Large ....636”x3%4" Each 1.95 Doz. 21.45 


Order by phone EM 4-8311 or write 


[FRAND & [OY 


——s £6 @e oe we =D ORES 
Main Store: 6-14 Wellington Street West 
35 Bloor St. E., 332 Bay St., 115 Yonge St. 
Trade-In: 1 Front St. E. 
Toronto |, Canada 





POSITION WANTED 


Chartered accountant, age 27, with 4 
years industrial experience, presently 
as chief accountant of medium-sized 
company, wishes to relocate. Box 467, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 








POSITION WANTED 


Chartered accountant, age 31, Bachelor 
of Comm., desires executive position. 
Any location considered. Box 468, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 
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LUCKETT S 


SUPPLY STOCK 
FORMS FOR 
Your Accounting Needs. 







Over 400 LUCKETT 
Stock Forms Available 
as follows: 











VISIBLE RECORDS - 70 
LEDGERS - - 44 


COLUMNAR SHEETS 


With Sectional Post Punching - 49 
With Swing-o-ring Punching 









BUSINESS FORMS - 38 


In Addition: 


150 for Memo - Ring Book and 
Swing-o-Ring 







ALSO 






A full range of indexes and division 
sheets for use with these STOCK 


forms. 












ASK YOUR DEALER to show you 
LUCKETT'S Stock Forms 


THE 
LUCKETT LOOSE LEAF LTD. 


TORONTO 
Montreal - Winnipeg - Vancouver 
















Makers of the famous 
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About Our Contributors 


FRANK WILLCOX, C.A. 
Why an auditor should pay particu- 
lar attention to describing correctly the 





status of mining rights in the balance 
sheet of a mining company is to be 
found in “Aspects of Mining Rights”, 
covering description on the balance sheet 
and confirmation of titles, by Frank 
Willcox. A partner of Price Waterhouse 
& Company in Montreal, Mr. Willcox 
has had extensive experience in Can- 
He 1s 


the author of two books on mine aa- 


ada’s mining and oil industries. 


ministration and accounting. 


EDWARD B. WILCOX, C.P.A. 

In the construction industry, there 
are two methods of accounting for in- 
come. The first brings it into account 
while construction is in progress; the 
second defers recognition until after 
the contract is completed. It is of 
these methods and their effect on the 
preparation of financial statements that 
Edward B. Wilcox writes in a most 
comprehensive manner in his article 
“Conflicting Methods of Accounting 
for Construction Contracts’. This pa- 
per was given last October in New 
York to the 67th annual meeting of 
the American Institute of Account- 


ants. 


Mr. Wilcox has been a partner of 
Edward Gore & Company, Chicago 
since 1927 when the company was 
founded. He has served at different 
times and in varying capacities on 
many committees of the American In- 
stitute of Accountants and the Illinois 
Society of Certified Public Account- 
ants. In 1946-1947 he was elected 
president of the American Institute. 
Since 1941 he has been a member of 
the board of directors of the Chicago 
Crime Commission. 








THE CANADIAN CHARTERED ACCOUNTANT (xiii) 


BANK CONFIRMATION FORMS 


Blank, per 100 ... 
Imprinted (minimum run 500) 


Per 100, additional, ordered at same time $ 3.25 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
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69 Bloor Street East Toronto 5, Ontario 








} WRIGHT & McTAGGART 
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PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 
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Barristers and Solicitors 


505 Bank of Canada Building Montreal 1, Que. 
BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West Toronto 1, Ont. 
ALAN DIGNAN, Q.C. 


Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - Toronto 4, Ont. 





H. MEYER GOODMAN, Q.C. 
WOLFE D. GOODMAN 


Barristers and Solicitors 


88 Richmond Street West Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street Toronto 1, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 
Suite 1207, 320 Bay Street - 


Toronto 1, Ont. 
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STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - - Halifax, N.S. 





PREVOST, GAGNE, FLYNN & CHOUINARD 
Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.Q. 


DIXON, CLAXTON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 





DUQUET, MACKAY, WELDON & TETRAULT 


Barristers and Solicitors 


360 St. James Street West - - Montreal 1, Que. 


Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion Securities Gren. LiniteD 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 
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We've been 
lettering a few 
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signposts for you! «tk 


Imagine a world in which sea-going 
vessels had no instruments of naviga- 
tion, streetcars had no tracks. and 
roadside signposts had no directions 
marked on them. Every day of our 
lives we rely, more than we think, on 
the signposts that others have placed 


here for our guidance. 


Fortunately there are signposts to 
guide people in investment matters, 
too. We at Ames have been putting 
directions on investors’ signposts for 
a long time. Some of these signposts 
read “Growth”? others read “Income”? 
“Security”. “Diversification”. Still 
others must be improvised to help 


investors detour around changing 


conditions and yet arrive safely at 


their original goal. 


The point is. no two investment 
programs are exactly alike. The only 
thing all our clients have in common 
is the service and attention we give 
them. Because their programs are so 
different. both in scope and in objec- 
tives. each one requires, and gets, 


individual guidance. 


Here at Ames we have experienced 
people who will give your investment 
program careful personal attention. 
Dropinand havea talk with us, 
or... if more convenient, write us a 


letter. 


A. E. Ames & Co. 


Limited 
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E. MICHAEL HOWARTH APPOINTED 
EXECUTIVE SECRETARY TO SUCCEED CLEM L. KING 


geen the annual meeting last August, the Canadian Institute of 

Chartered Accountants learned with regret that Clem L. King had de- 
cided to resign as executive secretary, his resignation to take effect at the end 
of the year. With this month’s issue of The Canadian Chariered Accountant 
it is announced that E. Michael Howarth has taken over as his successor. 


Mr. Howarth brings to his new job a fine academic background in the 
field of economics. While attending Queen’s University he combined several 
courses on the Bachelor of Commerce curriculum, including accountancy, 
with his work in economics. After obtaining an Honours B.A. he was awarded 
a Rhodes Scholarship and continued his studies at Oxford University where 
he received his M.A. at the School of Politics, Philosophy and Economics. He 


joined the R.C.A.F. in 1940 and was discharged at the end of the war with 
the rank of flying officer. 


For the past three years he has occupied a managerial position with 
the Charles E. Frosst Company of Montreal. He is a member of the Canadian 
Institute of International Affairs. Mr. Howarth is bilingual, having received 
his early education in the Province of Quebec. Members across Canada heart- 
ily welcome Mr. Howarth to his new position and will look forward to meet- 
ing him at the first opportunity. 


The resignation of Clem L. King brings to a close an eventful chapter 
in the affairs of the Institute. In his 8 years as executive secretary and, until 
recently, as director of research, the membership has grown from 2,900 to 
over 6,000, and at the present time the student body totals more than 3,700 
compared with 2,379 (of whom 1,200 were veterans) 8 years ago. 


While this growth was in part a symptom of the general business expan- 
sion in Canada during these years, many other developments within the 
Institute took place under Mr. King’s forceful and energetic administration. 
These have included the preparation of 10 research bulletins by the Com- 
mittee on Accounting and Auditing Research, the inauguration of the per- 
sonnel selection program by which students can be effectively screened at the 
beginning of their training period, the publication of a brochure “The Career 
of a Chartered Accountant” for distribution to high school students, the in- 
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troduction of a public relations program, the publication of The Tax Review 
as a supplement to The Canadian Chartered Accountant, \ater to be incorp- 
orated with the magazine, the admission of the Newfoundland Institute, and 
the improvement in examination procedures to facilitate the setting and 
grading of candidates’ examination papers. 


As executive secretary, Mr. King maintained a close and continuous 
contact with the provincial Institutes from coast to coast. His tremendous 
capacity for work commanded unfailing respect, and his personal charm and 
ability to be at home in any company made him an ideal ambassador of the 
Canadian Institute. 

One of his most recent achievements and a project in which he was 
especially interested was the reorganization of the annual general meeting. 
In giving the program its new look, his aim was to re-style the convention 
and bring it into line with the expanding role of the chartered accountant 
in the business world of today. With his recognition of the importance of 
the ever-growing group of chartered accountants who make their careers in 
industry, he has helped to keep the policy of the Institute abreast of current 
developments. 

Prior to joining the Canadian Institute, Clem L. King was articled to 
Harvey, Morrison & Company in Calgary. A gold medallist of the Alberta 
Institute, he was admitted to the profession in 1940. In 1942 he was ap- 
pointed executive assistant to the president of the University of Alberta and 
held this position until 1946 when he joined the Canadian Institute of 
Chartered Accountants. He was admitted as a member of the Ontario Insti- 
tute in 1947 and in 1950 was elected a Fellow of that body. 


Wishing now to return to public practice, Mr. King has joined the 
firm of Deloitte, Plender, Haskins & Sells as a partner in charge of their 
Toronto office. His associates and the entire membership wish him every 
success in this new endeavour. 


This sentiment and a full recognition of his services to the profession 
were expressed officially by the following resolution adopted unanimously at 
the last meeting of the C.I.C.A. Executive: 


THAT this Committee do now record its deep appreciation of 
the great service of Mr. Clem L. King to the Institute. Since his 
appointment some eight years ago as the senior administrative em- 
ployee of the Institute, the scope of the Institute’s activities and 
the effectiveness of its performance in every field have increased 
materially and this is due in large measure to the skill and devotion 
of Mr. King. The whole profession is indebted to Mr. King 
for this and also for the personal qualities which have contributed 
so greatly to harmonious relations within the profession. The 
Executive Committee can speak for all the members in wishing Mr. 
King long life and happiness and great success in his future career. 
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NOTES AND COMMENTS 


C.I.C.A. Submits This issue of The 
Brief on Canadian Chartered 
Income Tax Act Accountant contains 

the brief presented 
to the Ministers of Finance and Na- 
tional Revenue regarding the Income 
Tax Act and the Excise Tax Act. It 
was prepared jointly by the Taxation 
Committee of the C.I.C.A. and the 
Taxation Section of The Canadian Bar 
Association. 


The main recommendations are 
based on a continuing effort to bring 
taxation income more into line with 
business income. The submission of 
the committee stated that with the 
present high levels of corporate taxa- 
tion further flexibility could be achiev- 
ed in the Act to allow deduction of 
various items which the businessman 
feels are essentially business expenses. 


A request was made to the Ministers 
to receive members of the committee 
after the tax officials at Ottawa had 
had an opportunity to review the de- 
tails of the submission. 


Presidential 
Western Tour 


On J. Grant Glassco’s 
recent presidential tour 
of Western Canada, he 
stressed an important but not always ap- 
preciated aspect of public relations in 
addresses to various Institute gatherings. 
He pointed out that the onus for the 
profession’s public relations is borne by 
the individual C.A. for “it is through 
what we are and what we do that we 
are judged”. Continuing in this vein, 


it is. worth quoting the practical and 
challenging statement of Virgil L. Ran- 
kin, Professor at Boston University, who 


in a definition of public relations for 
professional men said, “Good public re- 
lations are so simple, so easily acquired, 
so inexpensive and so downright sensible 
that they should be a well-defined part of 
every professional man’s program. There 
is nothing mysterious or complicated 
about them. There are no mystical oc- 
cult forces to manipulate or understand. 
The professional man is practising public 
relations — good or bad — in every 
act of his waking life. And he can no 
more escape the consequences of his ac- 
tions than he can stem the tide. Every- 
thing he does, everything he says con- 
tributes to the mosaic that is somebody's 
opinion of him. If his actions and utter- 
ances are such as to command respect and 
liking, then it may be said his public 
relations are good. If his deeds and 
words, on the other hand, are such as 
to make people lose respect for him, dis- 
like and misunderstand him, then his 
public relations are bad. It is just as 
simple as that. The public relations of 
your profession are the sum total of the 
public relations of the individuals who 
make up the profession.” 


International The Seventh Interna- 
Congress Host tional Congress of Ac- 

countancy in 1957 will 
be held in Holland. ‘The Netherlands 
Institute of Accountants, who will be 
host to the congress, was founded in 
1895 and established on English lines. 
After drawing up a set of rules to gov- 
ern professional activities, the Institute 
turned its attention to the two-fold task 
of training accountants and conducting 
examinations. Both these tasks continue 
to be its most important activities. The 
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training course recognizes the fact that 
nowadays the accountant is intimately 
connected with business economics. In 
a period of study averaging 11 years, 3 
years are exclusively devoted to econom- 
ics, 4 are taken up with preliminary 
study, and the remainder to accountancy. 

The Examining Board is comprised of 
34 Institute members. Subjects for the 
preliminary examination are the Tech- 
nology of Commerce, Mathematics, Sta- 
tistics, Advanced Bookkeeping, Law, and 
Taxation. Subjects covered in the Eco- 
nomics Examination are Social and Busi- 
ness Economics. The two subjects cov- 
ered in the accounting and auditing ex- 
amination are the Theory and Practice of 
Administrative Organization and _ the 
Theory and Practice of Auditing. The 
final examination concludes the program 
and candidates are required to pass 11 
examinations before they can be awarded 
the Institute’s diploma. Two examina- 
tions are usually held each year in all 
subjects. 

At present there are more than 1100 
members of the Institute, 56% are in 
practice, 14% in public service, 21% in 
industry, and 9% retired. 

The official organ of the Institute is 
De Accountani. Published monthly, it 
is now in its 60th year. It is interesting 
to note that the profession of account- 
ancy in Holland is not legally protected 
and consequently anyone who desires to 
do so may call himself an accountant. 
In the course of years, however, the title 


“member of the N.I.v.A.” has ac- 


quired a significance which provides a 
means of discrimination for the profes- 
sion, for the Government, and for Dutch 
society in general. 

This and other information ‘s con- 
tained in a recently received booklet 
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“General Information about the Nether- 
lands Institute of Accountants and its 
Organization”. 


Members The 1954-55 members di- 
Directory rectory (Blue Book) is now 

available. Copies may be 
obtained from the Canadian Institute’s 
offices at 69 Bloor Street East, Toronto. 
Price to members will be $2.00, to 
non-members $4.00 a copy. For full 
details see inside back cover. 


Plans for the C.ILC.A. 
53rd annual conference 
are moving steadily for- 
ward. A number of meetings have al- 
ready been held by members of the 
Program Committee. 


The theme for the conference, which 
will follow along similar lines to last 
year’s convention, is “The Chartered 
Accountant in Canada’s Development” 
— a subject which will provide a 
variety of topics for discussion. In 
preparing the program, the committee 
is fully aware that the profession is 
broadening its scope to keep pace with 
Canada’s ever expanding industrial de- 
velopment. Chartered accountancy to- 
day demands a broader viewpoint and 
greater understanding of the complexi- 
ties of business, and a full and con- 
tinuing knowledge of new develop- 
ments in accounting practices. 

The opening session on Monday, Sep- 
tember 12, will feature two keynote ad- 
dresses, and these will be followed on 
Tuesday and Wednesday, September 13 
and 14 by a series of panel discussions 
and technical papers. Next month’s 
issue of this journal will carry the 
names of some of the speakers and 
topics. 


Annual 


Conference 











Conflicting Methods of Accounting 
for Construction Contracts 


By Epwarp B. Witcox, C.P.A. 


The Methods 


7 percentage-of-completion method 

recognizes that income is realized 
during the period of construction as 
work on a contract progresses, whereas 
the completed-contract method defers all 
recognition of income until the related 
contract is completed. A choice between 
these methods does not necessarily af- 
fect the underlying records of the con- 
tractor but it does affect the method of 
closing accounts at the end of fiscal 
periods and the preparation of finan- 
cial statements. 


The Nature of Contracting 

Oné of the difficulties in discussing 
any phase of the contracting business 
and its accounting problems is the wide 
variety of contracts and the equally 
wide variety of contractors’ organizations. 
A contract can be almost any kind of 
an agreement, and we are obviously not 
talking about contracts of employment, 
lease contracts, mortgages, or any other 
kind of agreement which has no rela- 
tion to construction. In some cases, 
particularly with respect to the govern- 
ment, manufacturing concerns enter into 
contracts to make and sell products in 
their regular lines of manufacture and 


sometimes products which are entirely 
foreign to their regular lines. These 
contracts may be subject to price rede- 
termination or renegotiation, but they are 
not the things discussed here. Neither 
are cost-plus-fixed-fee contracts or any 
other kind of cost-plus contracts. In 
such cases there can be at least a general 
presumption that accrual of fees may be 
properly reflected in income as the work 
progresses and as costs are incurred. 
This is also probably true in cases of 
contracts involving very simple unit op- 
erations such as trucking or earth moving 
where it can be clearly apparent that the 
service performed is related to a fee 
earned on a unit basis closely comparable 
to manufacture and sale of products. 


Varieties of Risks 

Even after excluding the various kinds 
of contracts which are not subject to 
the problem of the percentage-of-com- 
pletion method v. the completed-con- 
tract method, there is still a wide variety 
of contracts to be considered. They 
include construction of roads, bridges, 
dams, buildings, subways, airports, pipe- 
lines, and ships. They are large and 
small and involve varying degrees of 
risks and uncertainties. In general, 


A paper read to the 67th annual meeting of the American Institute of Accountants, 
New York, October 1954 
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early stages of contracts seem to in- 
volve the greatest risks. Bridge building 
may encounter white water or defective 
geological conditions such as quicksand. 
Excavations and foundations may en- 
counter the same difficulty. Almost all 
job-site construction is subject in a con- 
siderable degree to weather. ‘There is 
risk of damage to adjacent properties. 
Work which is done underground such 
as subway construction is probably the 
most risky and the least certain of final 
outcome prior to completion. The 
smallest risks are apt to be incurred in 
such types of work as interior plumb- 
ing and wiring installation which is us- 
ually done as a subcontract. While the 
subcontractor in many cases may not face 
exceptional hazards, the general contrac- 
tor does depend to a considerable ex- 
tent on the performance of his sub- 
contractors, and this dependence consti- 
tutes one of his hazards. But typically 
job-site construction work involves risks 
which are apt to be greater than those 
involved in plant manufacture. 


Varieties of Contractors’ Organizations 


In addition to the variety of circum- 
stances, there is considerable variety in 
contractors’ organizations. These must 
necessarily expand and contract with the 
varying size of contracts in process. 
There is generally a central core of per- 
manent organization and a large flexible 
organization built around each contract. 
Many contractors are corporations, but a 
percentage greater than in most other 
industries is unincorporated, operated as 
propriectorships or partnerships. When 


very large jobs are handled it is cus- 
tomary for a group of contractors to 
join together and form a joint venture 
along partnership lines. Then the vari- 
ous contractors, whether they are indi- 
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viduals, corporations, or partnerships, 
are themselves partners in the joint ven- 
ture. Sometimes instead of such a part- 
nership of contractors’ organizations, a 
special corporation is formed and the 
various contractors involved are its stock- 
holders. In either case such organiza- 
tions generally are terminated or liqui- 
dated at the end of the contract or series 
of contracts for which they were formed. 

In many cases contractors specialize 
in certain kinds of work and a general 
contractor will perform the types of work 
which he prefers to do with his own 
organization and will sublet other types. 
Thus the same contractor can be both a 
prime and subcontractor. Contractors 
in such fields as electrical, plumbing, and 
heating installations are generally sub- 
contractors. Those who do excavations, 
concrete work, and steel erection are apt 
to be general contractors, but they can be 
either or both simultaneously on different 
jobs. 


Nature of the Estimate 


Typically a contractor who wishes to 
bid on a job will obtain the specifica- 
tions and make a detailed estimate of his 
costs. This estimate may include subcon- 
tracts. The prime contractor will then 
submit a single over-all figure for the en- 
tire job, and if he is awarded the contract 
it will be signed and he will proceed with 
the work. Typically this contract which 
he signs will contain provisions for pro- 
gress payments. Such provisions might 
say that on or about the tenth of each 
month the owner shall pay 85% of the 
value of the work done or materials de- 
livered and secured at the job site based 
on the contract price and a$ estimated 
by the architect representing the owner. 


As a practical matter these provisions 
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for progress payments would be rather 
difficult of implementation except in the 
simplest of circumstances. The custom 
is for the architect representing the 
owner to ask the contractor for a break- 
down of the bid price into such major 
classifications as excavation, concrete 
work, steel erection, various subcon- 
tracts, etc. With this breakdown the 
architect has, for example in the first 
stage of the work which may be exca- 
vation, a figure representing a part of 
the total bid price which he can relate 
to the excavation. If he determines that 
a certain percentage of the excavation is 
completed he can compute the value of 
the work done and the amount which 
may be requisitioned by the contrac- 
tor under the progress payments provi- 
sion of the contract. The function of 
the progress payments is primarily to fi- 
nance the construction of the project 
by the owner rather than by the contrac- 
tor. While it does not wholly accomp- 
lish that purpose, it minimizes the fi- 
nancing requirements which are placed 
on the contractor's organization. 


Retainage and Loading 

In furnishing the architect with the 
breakdown, the contractor generally allo- 
cates somewhat disproportionately heavy 
amounts to the portions of the work 
which are to be performed first. This 
practice obviously aids the contractor in 
financing the entire project. It tends to 
offset the retainage which the progress 
payments provision of the contract au- 
thorizes the owner to withhold in order 
to insure the final and satisfactory com- 
pletion of the work. Some contractors 
regard this retainage as a pernicious prac- 
tice and consider that the so-called load- 
ing of early stages of the contract in the 
breakdown furnished to the architect is 


a necessary defence against it. They urge 
that both practices should be abandoned. 
Regardless of the merits of such pro- 
posals the practices of retainage and 
loading are fairly well established, and 
most architects make no objection to the 
loading so long as it appears to be with- 
in reason. Sometimes, however, approv- 
ed interim billing may be influenced 
by policy or even political considera- 
tions. 


With respect to the loading it should 
be pointed out that the architect is in 
no position to question the breakdown 
furnished to him other than on the 
grounds of general reasonableness. He 
will probably know the amount of the 
bids by subcontractors and for this rea- 
son loading of subcontracts is generally 
kept at a minimum. There is a special 
situation regarding what are sometimes 
called general conditions. These are over- 
all costs of construction such as superin- 
tendents’ salaries, the erection of sheds 
and shelters and temporary fencing and 
lighting, etc. which cannot be specifically 
allocated to such divisions of the break- 
down as excavations, concrete work, steel 
erection, etc. Some architects require 
that general conditions be made one of 
the items of the breakdown. When this 
is done the progress payments can be 
made with some relation to the incur- 
ring of the related costs. When it is 
not done these general costs which are 
apt to be incurred early are an additional 
reason for the loading and tend to in- 
crease the financial burden on the con- 
tractor. 


Another problem regarding the finan- 
cing of construction jobs which leads to 
loading the breakdown arises from the 
fact that even within a single division of 
the breakdown there are early or pre- 
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liminary costs which are not incurred 
in proportion as the work proceeds. For 
instance in concrete work, forms and 
other initial costs which relate to this 
entire division of the breakdown are 
apt to be incurred in part at least be- 
fore any concrete is poured. If the 
architect approves progress payments in 
proportion to the amount of concrete 
poured, the contractor will have to fi- 
nance the early stages of this particular 
segment of the work even though the 
total progress payments for pouring con- 
crete ultimately reimburse him for more 
than his costs. 


Accounting , Aspects 


Since the financing problems of the 
contractor are so important, it is possible 
that he may load the breakdown furn- 
ished to the architect so as to bill his 
entire estimated profit on the total con- 
tract considerably before it is completed, 
and even to bill amounts in excess of 
his total incurred costs and total earned 
and unearned profit combined. When 
the contractor bills the owner for an 
approved drawing, he creates an account 
receivable on his own books. Presum- 
ably it will be paid promptly except for 
the authorized retainage. However, both 
the cash and the unpaid portion of the 
bill are represented in the contractor's 
assets. 

If the amount of such assets is 
exactly equal to the related costs of the 
work covered plus a proportionate am- 
ount of the overall profit on the con- 
tract, the excess of billings over costs 
could be taken as representing profit 
earned to date. If, because of loading 
of early stages, the billings exceed the 
cost to date by more than the propor- 
tionate amount of the overall profit, such 
excess might represent unearned profit 
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on a portion of the work not yet per- 
formed. If, however, at any point the 
billings exceed not only the costs in- 
curred to date plus the entire anticipated 
profit on the whole contract, that excess 
is in the nature of a payment by the 
owner in advance of work performed, 
and the contractor has a liability to the 
extent of such advance payment. It 
might be argued that this is not in fact 
an advance payment since the owner has 
withheld retainage, and this might be 
true from a cash standpoint. From an 
accounting standpoint, however, it must 
be remembered that the retainage is in- 
cluded in the contractor's accounts re- 
ceivable and is therefore presumed to 
have been realized by him. On this 
basis there can be a liability which 
should be reflected in the contractor's ac- 
counts. 

A part of the contractor’s concern 
with respect to his finances naturally 
relates to income taxes. Obviously the 


completed-contract basis defers the pay-. 


ment of income tax and therefore helps 
with financing. In view of the carry- 
back and carry-forward provisions of the 
tax law, the possibility of losses in some 
years and profits in others is not gen- 
erally serious from a tax standpoint. For 
unincorporated contractors, however, ir- 
regular reporting of income may involve 
higher tax brackets than would be the 
case if the income were more evenly 
spread out. 


Taxation Aspects 


For tax purposes either the percentage- 
of-completion method or the completed- 
contract method is available to contrac- 
tors for contracts running for a period 
of 12 months or longer. For shorter 
contracts the taxpayer is required to use 
the accrual method, although just what 
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this means with respect to construction 
contracts does not seem to be clearly 
set forth. In the case of Jud Plumbing 
& Heating Company, the Tax Court said 
that the completed-contract method was 
an accrual method. In another case the 
court said that the acceptance of a fin- 
ished well by a customer of a drilling 
company marked a completed transac- 
tion. These cases indicate that the com- 
pleted-contract method is acceptable for 
both short and long term contracts. This 
seems reasonable since, with respect to the 
short term contracts, the completed-con- 
tract method closely approximates the 
well established accounting procedure 
with respect to manufacture and sale of 
goods, particularly where manufacturing 
job costs are used. Inventories in the 
case of manufacturing and costs in the 
case of contracting are both accumulat- 
ed, and income is recognized at a point 
of realization marked by a sale of a com- 
pleted product. 


In general it appears that any consist- 
ent tax method will probably be accept- 
able. Under prior laws the regulations 
made special provision permitting a tax- 
payer under the percentage-of-comple- 
tion method to recompute his taxes for 
years not barred by the statute of limi- 
tations by using information available 
when contracts were finished. The pres- 
ent law and regulations are silent on 
this point, but it may be that the same 
permission is or will be available. In 
any case the selection of tax procedures 
which will minimize taxes and assist in 
the financing of contracts is an import- 
ant consideration to most contractors. 


As was pointed out earlier in connec- 
tion with progress payments, it is pos- 
sible that a contractor has realized, either 
in the form of cash or accounts receiv- 
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able, sums which represent unearned 
profit. Under the percentage-of-comple- 
tion method the unearned profit would 
relate to work not done. Under the com- 
pleted-contract method no portion of the 
profit is recognized prior to completion 
of the contract so that any realization 
in excess of costs incurred except for 
prepayment liabilities mentioned above 
would be unearned profit. Since unearn- 
ed profit is not taken up in income, 
provision is not normally made for the 
income taxes on such profit. This is 
logical with respect to the income state- 
ment, but raises a question with respect 
to the balance sheet. The cash and re- 
ceivables or part of them are included 
in current assets, but the portion of these 
assets which will have to be paid out in 
income taxes when the profit is taken 
into account may be included in the 
item of unearned profit but not set 
forth as a liability. Thus it is possible 
during the course of a contract that a 
balance sheet may indicate a sound fi- 
nancial position which will be serious- 
ly impaired when the contract is closed 
and the liability for taxes is taken in- 
to account. This tax situation raises the 
question as to whether, under any meth- 
od, balance sheet figures which represent 
or include some unearned income should 
be segregated so as to indicate the por- 
tion of it which will become a tax lia- 
bility at a later date. 


This consideration has no effect on the 
income statement itself, and if we were 
to be governed by the broadly general 
consideration that the determination of 
income is paramount in financial state- 
ments it might be regarded as relatively 
unimportant. However, contractors’ fi- 


nancial statements are seldom used prim- 
arily as indications of earning power or 
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as reports to shareholders. The na- 
ture of contractors’ work and its inherent 
irregularity and discontinuity tend to 
minimize the significance of income 
statements as indications of earning 
power, and the fact that most contrac- 
tors’ organizations are rather closely held 
diminishes the necessity for reports of 
stewardship which will furnish guidance 
to stockholders. It appears therefore 
that the generality regarding the para- 
mount nature of income determination 
does not apply to contractors’ financial 
statements. 


Importance of the Balance Sheet 


On the other hand the balance sheet 
appears to be all important. Contrac- 
tors’ financial statements are most often 
used for bank loans, performance bonds, 
and reports to municipalities and credit 
rating agencies. In all these situations 
the emphasis is on financial condition. 
There might appear to be a contradic- 
tion here because construction is general- 
ly financed, not by the contractor but by 
the owner through progress payments. 
However, we are not talking about dif- 
ferent orders of magnitude. A million- 
dollar contractor may build a $30 million 
building. He is not expected to finance 
the entire cost but he must finance the 
interim periods between his expenditures 
and the progress payments, and he must 
be capable of financing a loss and com- 
pleting the contract if he makes a mis- 
take or runs into trouble. It is these fi- 
nancial requirements that force him to 
borrow from banks, to put up perferm- 
ance bonds, and to qualify financially 
for municipal projects. Thus financing 
is one of a contractor's major problems, 
and for this reason primary considera- 
tion should probably be given to state- 
ments of financial position. Segregations 
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between items representing unearned in- 
come and liabilities either to owners or 
for income taxes are significant, and ac- 
counting policies should be chosen which 
most clearly set forth the financial con- 
dition of the contractor. 


Special Problems in 

the Percentage-of-Completion Method 

The application of the percentage-of- 
completion method involves several prob- 
lems depending on the procedures used. 
Some accountants have suggested that 
the progress payments are so carefully 
checked by the architects that they form 
a sound basis for measuring profit. The 
procedure would be to distinguish be- 
tween costs which relate to the last au- 
thorized progress payment and any costs 
of subsequent work not billed or portions 
of general costs applicable to work sub- 
sequent to that approved by the last ar- 
chitect’s certificate. The costs determin- 
ed as expired would be related to the 
revenue from billing and the resulting 
profit would be carried into income.. 
The faults of this proposal are twofold: 
first, the difficulty of segregating costs 
that relate to amounts billed from those 
that do not, and, secondly, the overstate- 
ment of income that would result because 
of the typical loading of the breakdown 
of contracts for billing purposes. 


Other Procedures 

Another procedure for implementing 
the percentage-of-completion method is 
to relate the incurred costs at any bal- 
ance-sheet date to the total original esti- 
mate. The percentage so determined 
could be applied to the total contract 
price in order to determine the portion 
of the revenue earned to date. The 
principal fault of this procedure is 
that it gives no consideration to de- 
viations of incurred costs from the cor- 
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responding estimates, and the resulting 
percentage could be materially mis- 
leading. Thus if the portion of the 
work completed had cost considerably 
more than was estimated, the percent- 
age indicated by the relationship of in- 
curred costs to total estimate would be 
materially in excess of the percentage 
of physical completion. 


Still a third procedure which has 
sometimes been suggested is to take in- 
to income that portion of the total 
contract price which bears the same 
relationship to the total as the original 
estimate of the part of the work com- 
pleted bears to the total original esti- 
mate of cost. This procedure has the 
merit of ignoring the loaded progress 
payments and does take into consid- 
eration the deviations from estimates 
which are represented in the incurred 
costs to date, since it is these incurred 
costs which are written off against the 
proportion of revenue taken into ac- 
count by this procedure. It has, how- 
ever, one of the disadvantages in the 
first procedure mentioned above, name- 
ly that there must be a careful cut-off 
of costs to correspond to the cut-off 
used in arriving at the percentage of 
the original estimate representing com- 
pleted work. 


A fourth procedure is to obtain a 
new estimate of the cost to complete 
each contract at each balance sheet 
date. This new estimate of cost to 
complete is then added to the incurred 
costs to date, resulting in a new total 
estimated cost and therefore a new 
estimated profit. The percentage of 


this profit to total costs according to 
this latest determination is then ap- 
plied to the incurred costs to date and 
the result is the amount carried into 
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income. This procedure avoids some 
of the difficulties of other procedures, 
but is subject to the criticism that the 
determination of cost to complete for 
purposes of determining income is 
highly subjective and difficult to verify. 


A Conflict in Theory 


The conflict in rather basic theory 
between the last two mentioned pro- 
cedures is particularly interesting. The 
former appears to regard the original 
estimate as having special validity and 
significance. There is an apparent as- 
sumption here that the original esti- 
mate was made with a view to a uni- 
form profit percentage on every part of 
it. It follows from this view that any 
deviation in actual cost from the orig- 
inal estimate will represent an increase 
or decrease in income in the period 
when that deviation took place. Thus 
we might have unexpected costs in ex- 
cavation because, possibly, of quicksand, 
so that under the former procedure 
we would record a loss at the conclu- 
sion of the excavation although the 
overall contract might still be believed 
to be profitable and might actually turn 
out to be so. It is not entirely clear 
why the relationship among the items in 
the original estimate should be endowed 
with such special significance in the mea- 
sure of income during construction. 

On the other hand the last mentioned 
procedure apparently is based on a phil- 
osophy that the contract should be re- 
garded as a unit even though income is 
being recognized on a_percentage-of- 
completion method. There are four pos- 
sible situations which could affect income 
determination under this procedure: costs 
incurred prior to the balance sheet date 
could be either more or less than orig- 
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inal estimates, and revised estimates to 
complete could be either more or less 
than original estimates. The last named 
procedure permits any or all of these situ- 
ations to affect the anticipated profit from 
the entire contract, and therefore to affect 
the income said to be earned either dur- 
ing or before or after the occurrence of 
events or their anticipation. This unit 
treatment of the contract may raise a 
doubt as to the consistency of the phil- 
osophy that uses it in determining income 
according to the percentage-of-completion 
method. 


Special Problems in 

the Completed-Contract Method 

Ordinarily, in accounting for business 
income it is customary to regard gen- 
eral and administrative expenses as peri- 
od costs to be written off as incurred. 
However in the case of contractors hav- 
ing relatively few long term contracts, 
the writing off of administrative ex- 
penses could result in the reporting of 
losses for a year in which no contract 
might be closed, and it therefore ap- 
pears that the deferring of all general, 
administrative, and possibly selling ex- 
penses, by allocation of these expenses 
to costs of contracts in process, would be 
desirable. This is comparable to the 
capitalization of all costs and expenses 
of a new company during a period of 
plant construction. On the other hand 
in the case of many short term contracts 
the deferring of general and adminis- 
trative expenses seems unnecessary, and 
consideration of both simplicity and con- 
servatism would indicate that it should 
not be done. Possible inconsistency be- 
tween different contractors does not ap- 
pear to be too serious because the differ- 
ence in treatment would reflect a differ- 
ence in the nature of the business. When 
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a single contractor has both long and 
short term contracts the decision should 
be based on the predominant type of con- 
tract as to length and should be applied 
consistently to all contracts. 


Another problem arises in connection 
with the completed-contract method when 
a contractor adopts the policy of charg- 
ing contract costs with rental of his own 
equipment. Customarily this rental is 
credited to a warehouse or rental equip- 
ment division which is charged with 
related costs such as depreciation and 
maintenance. In order to avoid violat- 
ing the principle of the completed-con- 
tract method by taking up income prior 
to the completion of the contract, care 
must be exercised to see that the por- 
tion of the warehouse or rental equip- 
ment division profit related to uncom- 
pleted contracts is not taken into income. 
Probably the best way to do this is to 
reverse the portion of the warehouse or 
rental equipment division profit related 
to uncompleted contract accounts. This. 
reversal could be made on each balance 
sheet date and the amounts could be im- 
mediately reinstated thereafter. Similar 
considerations might follow from stand- 
ard charges for insurance or social se- 
curity taxes which are sometimes made 
as accruing contract costs with corres- 
ponding credits to other accounts. Quite 
often these charges are in amounts greater 
than the actual liabilities for these costs 
as finally determined. 


Losses on Contracts in Process 


One problem which both the percent- 
age-of-completion and the completed- 
contract methods have in common is that 
of providing for losses on uncom- 
pleted contracts. A strict literal follow- 
ing of the percentage - of - completion 
method would result in taking into in- 
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come the portion of such a loss incurred 
at any balance-sheet date but not any 
portion relating to the uncompleted part 
of the contract. A similarly strict litera] 
following of the completed-contract 
method would not take up any part of 
such a loss. However, if the circum- 
stances indicate that a loss will result, 
the fact that the contractor is committed 
to sustain it indicates that provision 
should be made for the entire antici- 
pated loss even though this may appear 
to be inconsistent with the method used 
for recognition of profits on contracts. 
The apparent inconsistency is no greater 
than the widely adopted one between 
the general practice of providing for all 
accruing losses, and ‘he princip.: that in- 
come is not recognized until it is realize 
It is most nearly comparable to ie 
general situation with respect to firm 
purchase commitments at fixed prices; 
losses are recognized when market 
prices drop but unrealized profits caused 
by rising market prices are not. The 
difference between the percentage-of- 
completion method and the completed- 
contract method in this regard is that 
the special loss provision required would 
generally be greater under the latter meth- 
od than under the former. In either 
case, since the special provision for 
losses would not be deductible from tax- 
able income, it should probably be com- 
puted net of its tax effect. 


Advantages and 
Disadvantages of the Two Methods 


The arguments in support of and 
against the two methods can be grouped 
under four headings: 


1. Regularity of Income 


The chief advantage often claimed for 
the percentage-of-completion method is 


that it results in regular recognition of 
income or at least comparatively more 
regular recognition, when the income is 
earned, than does the completed-contract 
method. The desirability of regular re- 
cognition of income is somewhat minim- 
ized, however, by the facts that con- 
tractors’ income, particularly in the case 
of long term contracts, is by its very 
nature irregular, however measured, and 
that their typically useful financial state- 
ment is more apt to be the balance sheet 
than the income statement. Regular re- 
cognition of income as an indication of 
earning power is not generally of great 
significance to contractors. The thought 
that income should be recognized as 
catned raises the entire question of carry- 
ing inventories or investments at cost, 
and ihe question here is whether or 
not contractors’ accounts shold constitute 
an exception to that general practice. It 
is soinetimes urged that the percentage- 
of-completion method results in greater 
fairness to shareholders and possibly to 
employees under bonus and profit shar- 
ing plans, although it is doubtful that 
any greater fairness to these groups can 
be achieved than by placing them on the 
same basis as that which seems sound 
from the standpoint of the company. 


2. Objectivity 

The principal advantage of the com- 
pleted-contract method is that the result 
of each contract can be determined with 
a satisfactory degree of accuracy and ob- 
jectivity and can be made subject to ade- 
quate verification. It is conservative in 
the desirable sense in that it conforms to 
the well established realization postulate 
in accounting. A contract is not final un- 
til its completion and the later stages of 
the work may involve unforeseen costs 
and possible losses. Any basis on which 





SEO SRA 


' 
: 


138 THE CANADIAN CHARTERED ACCOUNTANT 


income is recognized under the percent- 
age-of-completion method necessarily in- 
volves subjective elements of judgment 
which are difficult of verification, and, 
while subjectivity is unavoidable in ac- 
counting, its minimization is always a de- 
sirable goal. To a great extent the 
validity of these considerations depends 
upon the degree of risk and uncertainty 
involved, and circumstances will alter 
cases. However, in general it is safe to 
say that contracting is a more than or- 
dinarily hazardous business and therefore 
corresponding conservatism is appropri- 
ate. That appears to be the view of 
many people who are in it and of bankers 
and bonding companies who have served 
it. It is significant that bankers general- 
ly seem to prefer the completed-contract 
method. 

On the other hand it may be that 
the completed-contract method permits an 
element of managerial caprice not pos- 
sible under the percentage-of-completion 
method. Income can be manipulated as 
between years by deliberately hastening 
or deferring the closing of a contract. 
This charge is subject to two questions: 
(1) whether or not it is undesirable 
that any business enterprise should have 
the privilege of timing its actual opera- 
tions as it wishes, and (2) whether the 
opportunities for caprice are really any 
greater than those existing under the 
percentage-of-completion method in esti- 
mating the status or future of contracts 
in process. It is obviously of no great 
importance as far as guidance to manage- 
ment is concerned because management 
knows more about the status of the 
contracts than can be learned from 
financial statements. Neither is it very 
important from the standpoint of in- 
come statements as indications of earning 
power, since most contractors are close- 
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ly held and even under percentage-of- 
completion methods contractor's income 
is subject to wide fluctuations. 


3. Presentation of Assets and Liabilities 


One of the arguments advanced in 
favor of the percentage-of-completion 
method is that it facilitates a more mean- 
ingful presentation of assets and liabil- 
ities. The income tax liability on the 
profit taken into income is reflected in 
the accounts. Expired costs are written 
off and there may remain among the as- 
sets only an inventory or deferred charge 
relating to work not done. There may 
also be reflected an unbilled account 
receivable representing a portion of the 
contract price earned but not subject to 
billing at the balance-sheet date under 
the progress payments provisions of the 
contract. The basis of computation of 
income earned under the precentage-of- 
completion method affords a basis of 
computing provisions for losses and of 
segregating any net credit balance as be- 
tween prepayments by owners, unearned 
income, and the income tax liability re- 
lated to unearned income. By comparison 
the completed-contract method might be 
reflected by net debit or credit balances 
in the nature of suspense items which 
would not disclose these elements. 


It should be pointed out, however, that 
the usefulness of this balance-sheet in- 
formation is dependent on the accuracy 
and dependability of the computations 
by which it is developed and that similar 
information can be developed when the 
completed-contract method is used. This 
point is particularly significant when, 
as often is the case, there is difficulty in 
ascertaining the amount of liabilities to 
suppliers and subcontractors for work 
done which should be taken into account. 
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Under the percentage-of-completion meth- 
od omission of such liabilities results in 
a misstatement of both income and lia- 
bilities; under the completed-contract 
method the effect is limited to a mis- 
classification of liabilities. 


4. Income Tax Effeci 


An important consideration that in- 
fluences contractors is the burden of 
financing construction in process. The 
fact that the completed-contract method 
results in deferring the payment of in- 
come taxes is therefore a practical ad- 
vantage, particularly to corporations. Un- 
incorporated contractors, on the other 
hand, may be penalized by the com- 
pleted-contract method if it results in 
such irregular taxable income that ex- 
cessively high rates are incurred. While 
this consideration is not an accounting 
problem it may have considerable weight 
in a decision between the two methods. 


Criteria for Selection of Method 


In view of the great difference be- 
tween various contracts and between 
various contractors’ organizations, it ap- 
pears that either the percentage-of- 
completion method or the completed-con- 
tract method may be the more appropri- 
ate in a given case. It is even conceivable 
that the same contractor might properly 
use one method in some cases and the 
other method in other cases, although in 
general this would not be desirable. 


There seems to be little point in adopt- 
ing the percentage-of-completion method 
in the case of a contractor who has many 
short term contracts. Such a contractor 
is closely comparable to a job-order manu- 
facturer such as a printer whose inven- 
tories of work in process are generally 
carried at cost. Under either method the 
contractor's income would be reflected in 
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a fairly regular manner. It is unlikely 
that such a contractor would be receiv- 
ing progress payments in material 
amounts, and he would therefore not be 
apt to have the problems of asset and 
liability classification typical of contracts 
of longer duration. His accounting would 
be both simpler and sounder under the 
completed-contract method. 


For very different reasons it would be 
undesirable for a contractor engaged in 
long term contracts which involved a 
high degree of risk and uncertainty to 
adopt the percentage-of-completion meth- 
od. Such contracts might depend on un- 
favorable weather or ground or water 
conditions, or on hostile surroundings or 
precarious labor relations, or on judg- 
ments without precedent or much guid- 
ing experience. Sometimes claims against 
contractors, even though they arise in 
early stages of the work, are pending in 
dispute or litigation throughout the en- 
tire term of the contract, and its final 
result might depend on their outcome. 
When high degrees of risk are involved 
the completed-contract method is the part 
of discretion. 


In many cases contractors do not have 
well developed accounting systems, and 
reliance on internal methods must be 
limited. In such cases the accounting 
methods may be adequate for the applica- 
tion of the completed-contract method 
but not for the percentage-of-completion 
method. Then the choice of method 
should be based on the available eviden- 
tial matter and that choice would general- 
ly be in favor of the completed-contract 
method. 

There remain the cases where the term 
of contracts is long, generally substantial- 
ly more than 12 months, the extent of 
risk and hazard is not excessive, and the 








140 


internal methods are dependable. A great 
deal of building construction, some types 
of bridge and highway construction, and 
sometimes ship or power plant con- 
struction will meet these requirements. 
In these cases the percentage-of-comple- 
tion method is appropriate, and its ad- 
vantages will outweigh its disadvantages. 
This is particularly true in circumstances 
where determination of income and in- 
dication of earning power are para- 
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going criteria are not clear or in which 
they are conflicting. One difficulty is that 
the long term contracts which justify 
the percentage-of-completion method are 
sometimes the most uncertain of final re- 
sult. In some cases the nature of the 
contract may justify the percentage-of- 
completion method whereas the account- 
ing methods of the contractor may not. 
When there is doubt the question should 
be resolved in favor of the completed- 


mount. 
As a practical matter borderline cases 
will be encountered in which the fore- 


contract method so as to avoid the pos- 
sibility of taking into income unearned 
profits which may never be realized. 


WHAT MAKES A TOP-FLIGHT PROFESSIONAL MAN? 


John L. Carey, executive director of the American Institute of Accountants, 
asks this question in The CPA, January 1955. 

Mr. Carey sees two qualities in the top men of any profession. The first 
is solicitude — evidence of a desire to help, to relieve the client of care, to take 
responsibility. “These professional men not only work, they worry. They don’t 
just lay reports or opinions on the client’s desk. They share with him the 
difficult tasks of forming judgments and making decisions. They show concern 
for his problems by sacrificing their own convenience to meet his needs, by 
responding to his requests promptly, as though they are important. They think 
about his problems continually and initiate suggestions of their-own, calling the 
client at home on evenings or weekends when something urgent happens.” 

The second quality which Mr. Carey observes in top-flight professional 
men is independence. A doctor prescribes for his patient, not vice versa. A 
lawyer will be firm with a client who is clearly in the wrong. “While accommo- 
dating himself to his client’s wishes within proper limits, in the showdown the 
professional man must be boss in the area where he takes responsibility.” If 
the client loses confidence in his adviser, the professional relationship should 
be ended without further ado. 


“Solicitude breeds trust. Independence breeds confidence. These qualities, 
added to basic competence, can make a professional man almost indispensable 
to his client.” 
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‘Declining-Balance Depreciation 
in the United States 


By L. G. MACPHERSON, C.A. 


NACTMENT of the Internal Revenue 

Code of 1954 by the United States 
Congress and publication of the Amer- 
ican Institute of Accountants’ Accounting 
Research Bulletin No. 44 on declining- 
balance depreciation have brought re- 
newed attention to the effects of using 
depreciation methods for tax purposes 
that differ from the depreciation methods 
used for acounting purposes. Canadian 
accountants are familiar with the problem 
in the form of Income Tax Regulation 
1100(4) and the repeal of that regula- 
tion in 1954. 


American Regulations 

The diminishing balance method, or 
declining-balance method as it is gen- 
erally called in the United States, has in 
practice been approved for tax purposes 
there for some years, but its use was 
effectively restricted because the rate was 
limited to 150% of the straight line 
rate. Under the Internal Revenue Code 
of 1954 a rate up to double the straight 
line rate is permitted. The use of the 
declining balance method (or similar 
methods such as the sum of the years’ 
digits method) is now subject to three 
specific restrictions: 
1. The estimated life of the asset must 

be at least three years. 
2. The asset must be new, that is to say 


its use must commence with the tax- 

payer. 
3. The assets must have been acquired 

after December 31, 1953. 
These restrictions provide a distinct 
contrast with Canadian regulations, and 
it appears, furthermore, that the Amer- 
ican taxpayer gets no allowance with re- 
spect to assets under construction. The 
greatest difference derives from the U.S. 
limitation of the method to assets ac- 
quired in 1954 and subsequent years, for 
this means that in the great majority of 
cases any changeover to the declining 
balance method for tax purposes will be 
gradual, whereas under Canadian rules 
a sharp and substantial difference be- 
tween allowances claimed for tax pur- 
poses and depreciation recorded in the 
accounts may be fairly common. 


AIA Bulletin No. 44 

Bulletin No. 44 of the Committee on 
Accounting Procedure of the American 
Institute of Accountants deals with three 
problems raised by the specific recogni- 
tion of the declining balance method in 
the Internal Revenue Code. These prob- 
lems may be represented by the follow- 
ing questions, which the bulletin presum- 
ably sets out to answer: 
1. Is the declining balance method suit- 

able for depreciation accounting? 
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2. What disclosure, if any, is required 
when a change to the declining bal- 
ance method is made for general ac- 
counting purposes ? 

3. Is there any need to recognize de- 
ferred income taxes in the accounts if 
the declining balance method is 
adopted for tax purposes but other 
appropriate methods are followed in 
the financial accounting? 


Suitability of 
Declining-Balance Method 

On the first of these questions, the 
committee points out that the declining 
balance method meets the test of being 
“systematic and rational”, and suggests 
that this method may be the most satis- 
factory method of allocating cost in 
cases where expected productivity or earn- 
ing power of the asset is relatively greater 
in the earlier years of its life, or where 
maintenance charges tend to increase over 
the years. The committee does not men- 
tion another argument that is sometimes 
offered for this method, namely that it is 
a reasonable procedure in cases where 
the risk of obsolescence is great. 


Disclosure of Change in Method 


The committee’s position on the second 
question seems likely to go unchallenged. 
It is that if depreciation is a significant 
factor in the determination of net in- 
come, the change in depreciation method 
and the effect of the change should be 
disclosed in the year in which the change 
is made. While there may be no quarrel 
with that statement, some accountants 
may wish that the committee had given 
an opinion as to what should be done if 
the effect is immaterial in the year of 
change, but is significant in a subsequent 
year. The AIA Research Department, 
in an article in The Journal of Account- 
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ancy, December 1954, refers to this situ- 
ation in these words: “Where the effect 
on net income will not be important in 
the year of change of method, it may be 
desirable to repeat the disclosure of the 
change in a subsequent year when large 
amounts of depreciable assets are ac- 
quired and the effect of the change be- 
comes material in amount. The account- 
ant must, of course, use judgment as to 
whether in the particular circumstances 
the amounts and comparisons are such as 
to require disclosure other than in the 
year in which the new method is 
adopted.” 


Recognition of Deferred Income Taxes 


For Canadian accountants the third 
question set out above will have perhaps 
the greatest interest, in view of the 
right, since repeal of Income Tax Regu- 
lation 1100(4), to claim capital cost 
allowances in amounts differing from re- 
corded depreciation, and also in view of 
the suggestions made in Bulletin No. 10 
of the CICA Committee on Accounting 
and Auditing Research. The Canadian 
committee, with one dissenting opinion, 
agreed that a material tax reduction ob- 
tained by claiming capital cost allowances 
in excess of depreciation charged in the 
accounts should preferably be allocated 
to the period in which the correspond- 
ing depreciation expense is charged in 
the accounts. The American committee 
does not seem to have taken a very 
definite position, but even so its com- 
ment produces two voices of dissent. The 
AIA bulletin approaches the problem 
with the statement: “In such cases it 
may be that accounting recognition 
should be given to deferred income 
taxes.” The application of this proposi- 
tion is limited greatly by the next sent- 
ence: ‘However, the committee is of 
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the opinion that, in the ordinary situa- 
tion, deferred income taxes need not be 
recognized in the accounts waless it is 
reasonably certain that the reduction in 
taxes during the earlier years of use of 
the declining-balance method for tax pur- 
poses is merely a deferment of income 
taxes until a relatively few years later, 
and then only if the amounts are clearly 
material.” (Italics added.) If partic- 
ular attention is given to the qualifying 
phrases that are shown here in italics, 
this last sentence seems to mean that tax 
reductions, obtained by claiming depre- 
ciation allowances that are not yet record- 
ed in the accounts, are properly reflected 
as an increase in current net income, 
unless there is a degree of certainty that 
this action will result in higher taxes 
within a few years. 


The Implications 


Such a proposition has several implica- 
tions. It does not adhere to the tradi- 
tional conservatism of accounting, for it 
seems to prefer the result that increases 
the profit figure where doubt exists, while 
the traditional principle has called for a 
preference toward understatement of in- 
come rather than overstatement wherever 
a reasonable doubt existed. The proposi- 
tion also introduces a new time factor in 
the suggestion that the need to defer will 
be less as the period of time for which 
the item is deferred is lengthened. It 
might be expected that many account- 
ants would take the opposite view. Two 
members of the committee objected to 
the view that the number of years has a 
bearing on the problem of what should 
be deferred. 


Perhaps the committee was impressed 
by the fact that in many cases a point 
of stability might ultimately be reached 
when the replacement of exhausted assets 


is so regular and continuous that the an- 
nual depreciation charge is the same 
under the declining balance method as 
under the straight line method. This 
situation is described by the AIA Re- 
search Department in the article men- 
tioned previously. There is, of course, 
a good chance of such stability being at- 
tained and maintained for a time by 
some companies. But reasonable prob- 
ability suggests change in economic con- 
ditions, with fluctuations from time to 
time in opposite directions. In any case, 
long term items on a balance sheet are 
not generally viewed with alarm. Most 
balance sheets reflect many of them, and 
it is only normal procedure to carry them 
so long as the reason for doing so re- 
mains, and then to remove them. Ac- 
cordingly, even if stability in the depre- 
ciation claim did prove to be the experi- 
ence for a time, the continuing appear- 
ance of the deferred credit on the balance 
sheet would simply represent the prob- 
ability of increased taxes because of lower 
depreciation allowances some time in the 
future. 


Regardless of reasonable doubts on 
many aspects of the problem of deprecia- 
tion and taxes, one thing seems certain. 
It is that capital costs claimed for tax 
purposes in any given year are not avail- 
able for such purposes in any later year; 
that is, if taxes are reduced by claiming 
more depreciation than is charged against 
income in one year, so much of the de- 
preciation charged in some future year 
will not be allowable for tax purposes 
That fact lends support to the view that 
the benefit derived by way of tax recuc- 
tion resulting from depreciation allowed 
for tax purposes should be matched 
with the recognition of the correspond- 
ing depreciation in the accounts. 





144 





Comparison of the 
American and Canadian Bulletins 


Bulletin No. 44 of the AIA seems to 
place the emphasis on taking the current 
tax reduction into current income, but 
the AIA bulletin does nevertheless call 
for deferment under certain conditions as 
indicated in the sentence quoted above. 
Bulletin No. 10 of the CICA definitely 
places the emphasis on deferment. 

Both bulletins call for disclosure of 
significant facts. The American bulletin 
directs attention to the need for dis- 
closure of the change in method and its 
effect in the year of change. The Cana- 
dian committee was agreed that the min- 
imum essential information would in- 
clude the amount of the tax reduction 
and the net accumulation of such am- 
ounts each year. Here again the differ- 
ences between the two bulletins seem to 
be a matter of emphasis arising out of the 
differences between the tax regulations 
of the two countries. It is, in fact, im- 
possible to say whether the two com- 
mittees would have made similar recom- 
mendations if the tax conditions had 
been uniform, but even with a lack of 
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such uniformity the chief difference in 
matters of principle in the two bulletins 
appears to centre around the question of 
whether the number of years involved 
has anything to do with the principle of 
deferment. The American committee be- 
lieves that deferment is necessary only if 
it is to be for but a few years, with 2 
of the 20 members expressing disagree- 
ment. The Canadian bulletin measures 
the desirability of deferment by the need 
to relate depreciation charges with the 
consequent tax reductions, rather than by 
the question of the length of the period 
of deferment. 


In conclusion, then, it is certain that 
both committees are seeking sound stand- 
ards of reporting, and that an accountant 
faced with the problems dealt with here 
will be bound to call for adequate dis- 
closure of the methods used and the 
effects of those methods; and he will 
seek to have the results reflected in the fi- 
nancial statements in an appropriate and 
acceptable manner. The bulletins indi- 
cate at least some of the procedures deem- 
ed acceptable by representative groups 
of leading members of the profession. 


Reads a current headline: ELECTRONICS NEVER WILL MAKE PEOPLE OBSOLETE. 


We feel much better now. 


—The Controller, January 1955 
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Aspects of Mining Rights 


By FRANK WILLcOx, C.A. 


Identification 


N the ordinary course of professional 

practice auditors exercise much care 
to ensure that the terms employed in fi- 
nancial statements provide as precise de- 
scriptions as possible. For some reason 
which is not readily apparent, this care 
is not always given where mining com- 
panies are concerned. In fact, it is the 
exception rather than the rule to see in 
the balance sheet of a mining compatiy 
a correct description of the status of the 
mining rights to which it holds title. 


In the Province of Quebec, by way of 
example, there are only four captions 
which may properly be used, each of 
which “provides significant information. 
The titles are “Mining Claims under 
Miners’ Certificates”, ‘Mining Claims 
under Development Licences”, ‘‘Mining 
Concessions”, and “Patented Mining 
Lands”. Some of the main deductions 
to be made from sighting these captions 
are as follows: 


Mining Claims under Miners’ Certificates 


This description indicates that the 
titles to the mining rights were acquired 
from an individual or individuals who 
staked the claims not more than one 
year ago, unless they are situate 100 
miles or more, in a straight line, from 
a railway, in which event the period 
would be not more than two years. 


Mining Claims 
under Development Licences 

This caption, which should have the 
word “Surveyed” at the beginning if 
the claims have been surveyed in the 
manner prescribed by the Quebec Min- 
ing Act, indicates that the titles to the 
mining rights have been held for more 
than one year and that it is highly prob- 
able that the company has not carried 
out underground work on them that re- 
sulted in making a discovery in terms of 
the Quebec Mining Act. 


Mining Concessions 


This title indicates that the company’s 
property has been surveyed; that the com- 
pany’s main operations are most probably 
carried on underground; that a discov- 
ery has been made providing ‘‘some real 
indication of the presence of minerals’; 
and that no obligations attach to the title 
to the company’s mining rights by way 
of payments to the Government other 
than a nominal tax at the rate of 10c 
per acre per annum. Even this is re- 
mitted if $200 is spent in mining work 
upon the concession during the year. 
The heading further indicates that, since 
the concessions are sold subject to a sus- 
pensive condition only and not to a 
resolutive one, the company owns a real 
right, using “real” in the legal sense. 
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Patented Mining Lands 


This heading affirms that the com- 
pany is the owner of the mining lands 
in that it owns a “real” asset. There 
are no obligations to perform work an- 
nually and while it is true that the let- 
ters patent are held subject to the pay- 
ment of the small fee per annum men- 
tioned under ‘Mining Concessions” 
above, the fee should not be taken in 
any way as diminishing the real nature 
of the asset since it was instituted some 
years ago by the Quebec Government 
simply as a means of enabling it to 
keep in touch with the recorded owners 
of patented mining lands. 





The explanation of the first two cate- 
gories shows immediately that the com- 
pany owns no real right. What it does 
own is simply the right to prospect 
(miner’s certificate) and to continue 
prospecting and development work (de- 
velopment licence). Thus, in the first 
two cases — and it may be observed that 
by far the majority of titles to mining 
rights in the Province of Quebec are 
held under development licences (form- 
erly known as miners’ licences) — a de- 
scription such as “Mining Properties’ is 
incorrect. It may also be misleading. 
Such descriptions as “Mining Proper- 
ties”, “Mining Lands”, or even “Mining 
Claims” might be deemed to lead a per- 
son to believe that the company owns 
something tangible, something in the na- 
ture of real estate. In point of fact all 
it owns is what has been compared, in a 
very general way and not in the strictly 
legal sense, to a “hunting licence’ in 
that miners’ certificates and development 
licences permit the holders to “‘hunt’’ for 
and develop minerals. They do not per- 
mit holders to work lands containing 
mines or ores, or to extract a quantity of 
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ore exceeding 300 tons. A mining con- 
cession must be obtained before such op- 
erations can be undertaken. (This com- 
parison with a hunting licence was made 
by one of the best informed lawyers in 
the Province of Quebec on the subject of 
Quebec mining law; he is now a Judge 
of the Court of Appeals.) 

This conclusion having been drawn, 
it is but proper to draw attention to a 
judgment recently handed down in which 
a somewhat contrary opinion was ex- 
pressed obiter dictum. In Demers v. 
Dalton, S.C.R. (1954), 369, it was de- 
clared that “Je permis de mise en valeur 
[development licence] est un titre partiel 
de propriété emis par le Ministre...”. 

Loose Descriptions Are Dangerous 

One of the chief dangers of using 
loose descriptions in the designation of 
titles to mining rights is that a share- 
holder may acquire shares of a company 
on the basis of a balance sheet contained 
in a prospectus which evidenced that it 
owned “Mining Properties” in the be- 
lief that the company had a certain tan- 
gible asset. If it should happen that the 
company fails to pay the fee necessary to 
maintain the development licence in 
force or is unable to perform the neces- 
sary amount of work required on the 
mining claims in a given year, the bal- 
ance sheet of the company the follow- 
ing year might show no “Mining Prop- 
erties” at all. Under such circumstances 
it might be hard to defend the descrip- 
tion against a shareholder who sued on 
the grounds that he purchased stock on 
the understanding or in the belief that 
the company owned real property. The 
situation might be aggravated should the 
mining rights be acquired by a third 
party at a later date whose development 
work resulted in a discovery. 
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While the comparison is not precisely 
similar, the company — and the audi- 
tor — might be rather in the position of 
having described, or having approved 
of the description of, a lease on land in 
a company’s balance sheet as “Land”. 


In sum, it is recommended that the 
definitions, terms, and descriptions cited 
in the appropriate Mining Act be em- 
ployed by the auditor to describe mining 
rights in place of the loose designations 
that have crept into use. 


Confirmation 

As far as can be determined by gen- 
eral observation, the confirmation by the 
auditor of titles to mining rights is often 
conspicuous by its absence. Yet this con- 
firmation should be carried out with care 
since it usually involves the most im- 
portant asset in the balance sheet. 

Some years ago, as a result of com- 
municating with the Quebec Bureau 


ASPECTS OF MINING RIGHTS 147 


(now Department) of Mines in order to 
ascertain the status of certain mining 
claims under development licences held 
by a client, it was discovered that a 
transfer had been made during the fi- 
nancial year with the result that the titles 
to the mining rights were no longer held 
by him and, on the contrary, had become 
the property of a third party. It trans- 
pired that a transfer executed in biank 
— a common practice for certain reasons 
in the industry — had been irregularly 
used. The client in question, a former 
All-American footballer, darkly declared 
that “someone was going to jail”. Un- 
fortunately, “someone” had disappeared, 
and the purchaser retained title because 
he held it in good faith and had ob- 
served the legal formalities. This in- 
stance serves to emphasize why it is es- 
sential as part of the annual examination 
to confirm that titles to mining rights 
are recorded in the name of the client 
and are in good standing. 





AUDITOR’S REPORTS 


ew a great many years, the education 
and training of accountants concen- 
trated upon the theory and techniques 
of accounting and auditing and upon 
general business and financial informa- 
tion. However, the repeated appearance 
of current articles on the auditor’s re- 
port indicates that accountants today rec- 
ognize the vital importance of this aspect 
of their work. In addition, various ac- 
counting societies have recommended 
standard forms of auditor's reports which 
can be modified to meet special circum- 
stances. By providing a starting point 
for the drafting of auditor’s comments, 
these recommendations have done a great 
deal to further the cause of clear, con- 
cise reporting. The general adoption of 
a standard form would overcome un- 
necessary confusion arising from the 
variety of language used by auditors to 
express essentially the same thought. 


Since our analysis of financial report- 
ing in Canada was based upon actual 
published annual reports, this article is 
concerned with only the short form of 
auditor’s reports. 


In the United States “the accounting 
profession has very generally adopted the 
recommended short form of report. 
There has been a moderate, but steady, 
increase during the past four years in 
the use of the modified short-form re- 
port”. (From “Accounting Trends and 


Accountin g Research 


By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 


Techniques in Published Corporate Re- 
ports”, American Institute of Account- 
ants, 1953 Edition). The short-form 
accountant’s report was found in all but 
14 of the 1952 annual reports of the 
600 American companies included in that 
survey. 


Acceptance of Bulletin No. 6 


In September 1951, the Committee on 
Accounting and Auditing Research of 
The Canadian Institute of Chartered Ac- 
countants recommended a standard form 
of auditor’s report for use by Canadian 
accountants. The recommended word- 
ing was designed to comply with statu- 
tory requirements, to present a concise 
statement of the general nature of the 
auditor’s examination, and to include the 
statement of profit and loss and surplus 
within the scope of the auditor’s expres- 
sion of opinion. In those instances in 
which the auditor is reporting on the 
statements of a company incorporated 
under the Companies Act (Canada) and 
is in a position to express an unqualified 
opinion, the committee recommends that 
his report should read as shown at the 
top of page 149. 

In September 1954, the committee 
recommended a revised wording of the 
auditor's report to conform with the re- 
quirements of the recently enacted Corp- 
orations Act, 1953 (Ontario). How- 
ever, the impact of the suggestions con- 
tained in the Supplement to Bulletin No. 
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To the Shareholders of The 
To the Shareholders of 
Company Limited. 
I have examined the balance sheet of the Company Limited as at 
and the statements of profit and loss and surplus for the year 
ended on that date and have obtained all the information and explanations I have re- 
quired. My examination included a general review of the accounting procedures and 
such tests of accounting records and other supporting evidence as I considered necessary 
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in the circumstances. 


In my opinion the accompanying balance sheet and statements of profit and loss and 
surplus are properly drawn up so as to exhibit a true and correct view of the state of 


the affairs of the company as at 


and the results of its operations for 


the year ended on that date, according to the best of my information and the explana- 
tions given to me and as shown by the books of the company. 


6 will not be apparent until future an- 
alysis of financial statements. 


Of the auditor's reports in the 1952 
financial statements analyzed, 50% con- 
formed in all respects with the wording 
recommended in Bulletin No. 6. This 
percentage includes those reports which 
had been slightly modified to provide 
for the requirements of provincial stat- 
utes, for qualifications of the auditor's 
opinion, for the disclosure of informa- 
tion relating to subsidiary companies, etc. 
A breakdown of the accounting firms 
represented in the 1952 analysis reveals 
that a group of nine accounting firms 
reported upon 186 of the 280 financial 
statements reviewed. Two of these 
firms, reporting on a total of 21 finan- 
cial statements, did not adhere in any 
of their reports to the recommendations 
of Bulletin No. 6. Only one of the 
12 reports prepared by another firm in 
this group followed the suggested word- 
ing. The number of instances in which 
the standard form was used by each of 
the other six firms varied from 70% to 
99%. The reports on the remaining 


94 financial statements analyzed were 
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prepared by 52 accounting firms. Of 
these reports, 13 (8 of which were pre- 
pared by 2 firms) conformed with the 
recommended wording. In summary, 
only 14 of the 61 accounting firms rep- 
resented used the recommended form in 
the first year after its publication. 


Many auditor’s reports, classified as 
not conforming with the recommended 
wording, did embody some of the sug- 
gestions put forth by the committee in 
Bulletin No. 6. For instance, 53% of 
the 141 auditor’s reports so classified in- 
cluded the statements of profit and loss 
and surplus within the scope of the au- 
ditor’s opinion. Many reports which 
were basically along the lines suggested 
in Bulletin No. 6 included minor and 
apparently unnecessary variations from 
the recommended wording. For example, 
some auditors used expressions such as: 
“we have examined the books and ac- 
counts of’, ‘“‘we have audited the books 
and account of”, ‘‘we have examined or 
tested the accounting and other corporate 
records of’, “‘we have examined the bal- 
Ne GHD. sets icine Limited 
with the books and vouchers relating 
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thereto”, and “we have examined the 
balance sheet of .................. Limited as at 
1952”. In addition, the 
statement of the general nature of the 
scope of the auditor's examination in 
some reports included comments such as: 
“our examination was carried out in ac- 
cordance with accepted auditing stand- 
ards”, ‘“‘our examination of the detailed 
transactions was confined to limited 
tests thereof”, “our examination has in- 
cluded such tests of accounting records 
and such auditing procedures as we con- 
sidered necessary in the circumstances”, 
and “we have made such tests as we 
deemed appropriate under the circum- 
stances”. 


It would appear that the large account- 
ing firms in Canada generally recognize 
the advisability of a standard form of 
auditor’s report as suggested by the Com- 
mittee on Accounting and Auditing Re- 
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search. On the other hand, there does 
not seem to be any indication among 
the smaller accounting firms of the gen- 
eral recognition of all the suggestions 
contained in Bulletin No. 6. It is en- 
couraging, however, to note that the au- 
ditors have expanded the scope of their 
opinion to include the statement of profit 
and loss and surplus in 73% of the 1952 
reports as opposed to 66% in 1951. Al- 
though this increase is only slight, it is 
a step in the right direction. 


Examples of 
Modification and Variations 
in Wording of Auditor’s Reports 


The following auditor’s reports have 
been selected from the 1952 financial 
reports analyzed in order to illustrate 
some of the variations used by account- 
ants today in preparing their reports. 


Example 1 
Auditors’ Report 
To the Shareholders of The .............::::ss0sse000 Limited : 
We have examined the balance sheet of the ...............:00000000- Limited as at December 


31, 1952 and the statement of profit and loss and earned surplus for the year ended on that 
date and all our requirements as auditors have been complied with. Our examination included 
a general review of the accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. 

In 1952 the company adopted the more conservative practice of taking into earnings only 
the profit on completed jobs, which change in practice we approve. If this change had not 
been made the net profit for the year after provision for taxes on income would have shown 
an increase of approximately $90,000.00. 

In our opinion the accompanying balance sheet and statements of profit and loss and 
earned surplus are properly drawn up so as to exhibit a true and correct view of the state of 
the affairs of the company as at December 31, 1952 and the results of its operations for the 
year ended on that date, according to the best of our information and the explanations given 
to us and as shown by the books of the company. 

Earnings of the subsidiary company, .................:0:0000 Company Limited, have been re- 
flected in the above accounts to the extent of dividends received from that company. 
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Example 1 shows how special circum- 
stances can be explained to the reader 
without altering the basic recommended 
uniform wording. The words “all our 
requirements as auditors have been com- 
plied with” are substituted for the ex- 
pression “have obtained all the informa- 
tion and explanations we have required” 
in order to comply with the provisions 
of the provincial statute under which the 
company was incorporated. In para- 
graph 2, the auditor discloses a current 
change in the company’s accounting pro- 
cedures, together with the impact on the 
reported net profits. Such information 
is imperative for the proper interpreta- 
tion of the trend in the company’s op- 
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erations, since as a result of this change 
the reported net profit had decreased 
from $550,000 to $460,000. A refer- 
ence to the extent to which the profits 
of the non-consolidated subsidiary com- 
pany have been reflected in the accounts 
has been included by the auditor as ad- 
ditional information to make the finan- 
cial statements more understandable. 
The statute of incorporation of this par- 
ticular company does not require such 
disclosure. The auditor, in this case, 
has not only adopted all the recommen- 
dations of Bulletin No. 6, but has in- 
cluded in his report additional informa- 
tion which was essential to a proper in- 
terpretation of the financial statements. 


Example 2 


Auditors’ Report to the Shareholders 


We hereby certify that the above balance sheet is, in our opinion, properly drawn 
up so as to exhibit a true and correct view of the state of the Company’s affairs, according 
to the best of our information and the explanations given to us and as shown by its 


books. 
we have required. 


In complete contrast, the disclosure 
in the auditor’s report in example 2 is 
limited to the requirements of the Com- 
panies Act (Canada). The auditor does 
not state specifically that he has examined 
or audited the financial statements of the 
company, nor does he give any indication 
of the general nature of his examina- 
tion. No professional auditor would 


express an opinion upon financial state- 
ments without having made an examina- 
tion of the company’s affairs, but in this 


We further certify that we have obtained all the information and explanations 


Chartered Accountants. 


instance a reader, unfamiliar with the 
background of the expression of an opin- 
ion, might well assume that no such 
examination had been made. The audi- 
tor’s expression of opinion is confined to 
the balance sheet. Additional but ra- 
ther minor defects of this report are the 
failure to refer to the official name of 
the company upon which the auditor is 
reporting and to specify the date of the 
true and correct view of the state of af- 
fairs. 
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The Auditors’ Report 


To the President and Shareholders, 
ae scaen vas eeteetroess Limited, 


We have examined the balance sheet of ...................0:006 ee On eee seen rere 

1952. Our examination was made in accordance with generally accepted auditing 

standards and, without making a detailed audit, included such tests of the accounting 

records and other auditing procedures as we considered necessary in the circumstances. 

We have obtained all the information and explanations we have required, and, 

in our opinion, the accompanying balance sheet is properly drawn up so as to exhibit 

a true and correct view of the state of the Company's affairs as at .......0.0.00000. 1952 

according to the best of our information and the explanations given to us and as shown 
by the books of the *Company. 


ae acheter sels actos Wie es 
Auditors. 
Example 4 
Auditors’ Report to the Shareholders 
We have examined the books and accounts Of o..........ccccccccceeeteeees Limited and 
its entirely owned Subsidiary Company for the year ended ..........0....0..0:00004 > §952. 


Although we did not make a detailed audit of the transactions our examination 
was carried out in accordance with generally accepted auditing standards and included 
such tests of the accounting records and of other supporting evidence as we considered 
necessary. 


We certify that all our requirements as auditors have been complied with and 
report that, subject to the foregoing reservation, in our opinion the attached compara- 
tive consolidated balance sheet and related statements of profit and loss and surplus 
are properly drawn up so as to exhibit a true and correct view of the state of the 
UREN soos 8 oreo rece soe WOUND RB RE soshccs oss ascdededse istaaes » 1952, and the results 
of operations for the year then ended, according to the best of our information and 
the explanations given to us and as shown by the books of the Companies. 


RD: ee i ee ase 
Chartered Accountants. 


In examples 3 and 4, the auditors re- 
port that their examinations were carried 
out in accordance with generally accepted 
auditing standards and that they did not 
make a detailed audit of the transactions. 
Both of these statements might well cause 
some confusion. Since there has never 
been an official statement on generally 
accepted auditing standards in Canada, 
the exact intent of the reference to it 
is not clear. Through a lack of famili- 


arity with the exact meaning of the term 
“standards”, a reader might understand- 
ably think that the auditor was referring 
to generally accepted auditing proced- 
ures, such as those set out in Bulletin No. 
7 with respect to inventories. Actually, 
auditing standards differ from auditing 
procedures in that “the latter relate to 
acts to be performed, whereas the for- 
mer deal with measures of the quality 
of the performance of those acts, and the 
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objectives to be attained in the employ- 
ment of the procedures undertaken’’. 

“Auditing standards are the underly- 
ing principles of auditing which control 
the nature and extent of evidence to be 
obtained by means of auditing proced- 
ures. Application of generally accepted 
standards does not imply that in a par- 
ticular case all procedures were followed 
which would be followed in the majority 
of cases. It implies, rather, examination 
of evidence which certified public ac- 
countants generally would consider ade- 
quate in the particular circumstances, and 
may call for the extension of normal 
procedures or the employment of addi- 
tional procedures.” (“Codification of 
Statements on Auditing Procedure”, Am- 
erican Institute of Accountants). 

With the current development of effi- 
cient accounting procedures and systems 
of internal control, it is seldom neces- 
sary or desirable for an auditor to make 
a detailed examination of every transac- 
tion. However, in these cases the audi- 
tors apparently believe that the failure to 
carry out a detailed audit actually con- 
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stituted a limitation of their examination. 
In example 3, the auditot obviously did 
not consider the omitted procedures ne- 
cessary to enable him to express a clear 
opinion. However, in example 4, the 
words “subject to the foregoing reserva- 
tion” indicate that the limitation of the 
auditor’s examination actually qualifies 
the general statement as to the adequacy 
of the examination. This is rather con- 
tradictory since the auditor stated in the 
second paragraph that his examination 
included such tests “as we considered 
necessary’. 

In example 3, the auditor limits his 
examination and expression of opinion 
to the balance sheet only. No reference 
is made to the statements of profit and 
loss and surplus. In example 4, the ex- 
pression ‘“We have examined the books 
and accounts Of ...4...........0005 ” is sub- 
stituted for the wording recommended in 
Bulletin No. 6. In addition, the para- 
graph relating to the general nature of 
the auditor's examination makes no ref- 
erence to his having made ‘‘a general 
review of the accounting procedures’. 


Example 5 


Auditors’ Report 


To the Shareholders, 


We have compared the above Balance Sheet at. ...........ccu 
a ee ee 


1952 with the 
Company, Limited and have obtained 


all the information and explanations that we have required. 
We certify that, in our opinion, the above Balance Sheet is properly drawn up 
so as to exhibit a true and correct view of the state of affairs Of 0.00.0... cece 


Company, Titiited’ 48 Bf) ...5::.:-...6csscccctcs 


1952, according to the best of our in 


formation and the explanations given to us and as shown by the books of the Company. 


We also report that, to the best of our information and belief, all the transac- 
tions of the Company that have come within our notice have been within the objects 


and powers of the Company. 


Chartered Accountants. 
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The statement of the general nature of as the recommended wording, but one 
the auditor’s examination, in example 5, cannot be sure. The auditor gives no in- 
is rather vague. No reference is made dication that he has accepted the respon- 
to the general review or to the testing of sibility for the statements of profit and 
accounting records and other supporting loss and surplus. The final paragraph 
evidence. The auditor merely says that has been included by the auditor in or- 
he has compared the balance sheet with der to comply with the provision of the 
the books and records and has obtained provincial statute under which the com- 
all the information and explanations he pany was incorporated. 
required. Perhaps this means the same 


1955 A YEAR OF DECISION 


“I believe that 1955 is a ‘year of decision’ in which our solution of imme- 
diate problems will have a tremendous capacity for good or evil in the years 
to come. During 1954 we have seen not only a defeat of inflationary forces 
in the economy but the reappearance, at least in a shadowy form, of the deflation 
bogey of the 1930's. In January, 1954, I referred to the fact that the inflationary 
boom had already become, for some sectors of the economy, a thing of the past. 
Since then we have seen a rise in unemployment and a reduction of some mag- 
nitude in certain components of the National Accounts as well as in the Gross 
National Product itself. We have seen as well increased competition in home 
and foreign markets from the revived industry of the United Kingdom, Western 
Europe, and Japan. 


“Within an overall climate of political and economic freedom, our policy 
decisions in government and business during 1955 should take due account of 
four independent goals of an economic policy directed towards the economic 
welfare of the community. The first of these is to ensure that our human re- 
sources are not wasted in involuntary idleness; that is, we should try to main- 
tain a high and stable level of business activity and employment. The second 
goal is to ensure that our resources, when fully employed, are allocated in such 
a way as to produce the maximum volume of goods and services and to bring 
these goods and services to market in the proportions in which consumers want 
them. The third goal is to ensure that the distribution of the national product 
and income combines equity with the highest possible incentive to increase the 
total amount of product to be shared. The fourth and final goal is to ensure 
that all our policy decisions are consistent with an appropriate rate of economic 
progress and growth in the economy as a whole.” 


— From the 1955 address to the shareholders, by James Muir, 
chairman and president, Royal Bank of Canada 
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ODDS AND ENDS 


_ month I have taken the liberty 

of clearing out my working file of 
filler material for the column. Hence 
this month’s effort is somewhat of a 
hash of odds and ends and is a change 
from previous columns. I hope that you 
will find the various items selected to be 
of interest. 


Cost Reduction 


How should one go about studying of- 
fice work with a view to effecting cost 
reduction? A British cost accountant of- 
fers this 10-step summary. 


“10 STePs TO Cost REDUCTION 


1. Study and analysis of the work now 
being done. 

2. Determination of essential work. 

3. Elimination of unnecessary opera- 
tions. 

4. Consideration of all alternative meth- 
ods for each remaining operation. 

5. Selection of the best method for each 
operation, considering (a) control; 
(b) cost. 

6. Determination of fair work stand- 
ards for each operation. 

7. Calculation of crew required. 

8. Assignment of jobs to give the 
smoothest flow of work. 

9. Re-layout of the office in accordance 
with work-flow and space standards. 

10. Training of the crew and installa- 
tion of the new procedure.” 


Practitioners Forum 


By Geoffrey H. Ward, C.A. 


This list appeared originally in The 
Cost Accountant for February 1953. The 
above excerpt is taken from the column 
“Current Trends in Accounting” by L. 
Rosenblum appearing in The New York 
Certified Public Accountant. 


A Point on Partnership Law 

A recent legal decision on partnerships 
is reported in The Accountants Journal 
for May 1953. The case is Miles v. 
Clarke (1953) 1 W.L.R. 537; All E.R. 
779. Here are the facts: 

A and B went into partnership in the 
photography business. A contributed the 
premises and plant but had no skill and 
experience in the business. B was a pro- 
fessional free-lance photographer of con- 
siderable reputation, with good connec- 
tions but no studio. The two shared 
profits equally, but no formal agreement 
was entered into. The business was suc- 
cessful but after two years the partner- 
ship was terminated. B then claimed 
half the partnership assets, and the Court 
had to decide which items of property 
used by the partnership business were 
partnership assets and therefore divisible 
between the partners. The principal 
items were the lease, the furniture and 
fittings, the equipment, negatives and 
prints, the defendant’s goodwill, and the 
plaintiff's goodwill. 

The Court found that it had been 
clearly contemplated by A and B that the 
lease, equipment, furniture and stock-in- 
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trade should be brought into the common 
pool, but that nothing had been in fact 
ever finally agreed about it. B argued 
that these items were partnership assets, 
but A contended that no agreement be- 
tween the parties ought to be assumed 
beyond the agreement to share the pro- 
fits equally and that any property that 
had belonged to either of them at the 
commencement of the partnership con- 
tinued to belong to him at the end of it. 

As the accounts of the partnership con- 
tained some obvious errors they were not 
considered as a reliable source for de- 
termining what were the assets of the 
business. 

The Court held that the principle to be 
applied was that no more agreement be- 
tween the parties should be inferred than 
was absolutely necessary to give business 
efficacy to that which had happened. On 
that basis the things used in the busi- 
ness, e.g. stock-in-trade, were treated as 
having been brought into the partnership 
and to have become partnership assets. 
These included negatives and _photo- 
graphs taken during the course of the 
partnership, but not those taken before 
the commencement of the partnership. 
On the other hand, the lease, furniture, 
and equipment were held to remain A’s 
property and each was held to have re- 
tained his own goodwill. As there was 
no agreement on the point it was held 
that depreciation of the leasehold im- 
provements was not a proper charge 
against the earnings of the partnership 
but that rent paid during the continu- 
ance of the business was. 

This interesting case points up the 
sort of difficulties that may arise upon 
dissolution of a partnership when the 
partnership agreement does not deal 
fully with the disposition of all the as- 
sets. 
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Endorse? 


In a letter to the editor published in 
The Journal of Accountancy for January 
1954, Mr. Harry H. Wade, CPA makes 
an interesting suggestion regarding the 
terminology used when referring to the 
auditor's report to the shareholders. 
Various descriptions in current usage in- 
clude accountant’s “‘certificate’”’, “‘report’’, 
or “opinion”. Of these perhaps ‘‘Ac- 
countant’s report’’is most common. Mr. 
Wade suggests that the word “‘endorse- 
ment” would be more suitable. Web- 
ster’s International Dictionary defines 
“endorse” as “to give one’s name or 
support to; to sanction; to aid by ap- 
proval; to approve; as to endorse an 
opinion”. This certainly seems to fit the 
relation of the auditor to the statements 
he has audited. Emphasis is placed upon 
the fact that the statements are primarily 
the responsibility of management and 
that the auditor is in a secondary position 
whereby he agrees with management’s 
opinion as to the financial position and 
the results of operations. 

Here is a suggestion which appears to 
meet our need to express ourselves with 
absolute correctness, and at the same 
time the general need to express our- 
selves in language understandable to the 
lay public. 


A Lawyer’s Advice 

on Achieving Professional Success 

“If there is one thing that I could 
guarantee to a rising young professional 
man in this fiercely difficult century, it 
would be that if he can master his par- 
ticular art by study, writing, and other 
means of public expression during his 
younger years, and if he will thereafter 
demonstrate really and from the heart a 
desire to cooperate with the other mem- 
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bers of the team which can naturally 
work with him, he will not lack for 
business. 

“He cannot get business by playing the 
social game, or by entry into politics, or 
even by marrying the boss’s daughter — 
although undeniably being known among 
businessmen, in a sober and thoughtful 
kind of way, always helps a professional 
man. 

“He is positively certain to get busi- 
ness, however, if he is determined to be- 
come a master at what he is doing and 
if he couples with that determination 
sufficient broad unselfishness of attitude 
so that other people, also struggling to 
get business, are enlisted as his support- 
ers. And he is helped greatly by one 
consideration of almost biological verity 
— if he works passably hard while he is 
young, he is very apt to be hailed as a 
genius by the time he has attained full 
maturity. For an altogether dispropor- 
tionate fraction of mankind seems willing 
to stop working and to stop thinking di- 
rectly when the clock points at five; or, 
in terms of a lifetime, almost as soon 
as the périod of formal mental discipline 
is over.” — Mayo A. Shattuck in ‘Un- 
authorized Practice News’, September 
1952, as reprinted in The Journal of Ac- 
countancy, September 1953. 


A Newspaper’s Advertisement 


In its issue of May 6, 1953, Punch 
carried an advertisement by The Man- 
chester Guardian. Under the heading 
“How freely may a newspaper speak?” 
this advertisement said, ‘“There is, as 
everyone knows, freedom for the Press. 
A newspaper may print what it likes. 
But to become a “popular” paper, a 
newspaper must print what its readers 
like. This The Manchester Guardian has 


never deliberately done. 
speak frankly. 

“Not deflected by dreams of winning 
millions of readers, The Manchester 
Guardian goes on its way regardless. It 
respects its readers — as they respect it 
— but it does not woo them. 

“Here then is a newspaper for those 
who do not need to be curtseyed or 
kowtowed to. Here is a newspaper 
which puts truthfulness before popular- 
ity. Here is a newspaper with a mind 
of its own — for those with a mind of 
their own. 


It prefers to 


“Your choice is simple. You may 
read a newspaper which is your humble 
servant. Or you may read one which 
is your intellectual equal. Which do 
you prefer?” 

Here is a philosophy which might well 
be applied to the choice of an auditor. 


Help Wanted 
for Our Growing Profession 


As an example of the things the Am- 
erican Institute of Accountants have done 
I would like to mention their 4-page 
pamphlet “Professional Help Wanted”. 
The front page is a replica of the classi- 
fied advertisements page in a daily news- 
paper and shows a great many account- 
ing and auditing jobs offered. Inside 
there are 3 pages of narrative explaining 
the demand for accountants, what public 
accounting is, how accountants are ad- 
visers to modern business, the meaning 
of the CPA certificate, and the rewards 
to be expected by those who hold it. 


While we are on the subject of re- 
cruiting staff you might be interested in 
a booklet entitled ‘Recruiting the College 
Graduate, A Guide for Company Inter- 
viewers” by Richard S$. Uhrbrock pub- 
lished by the American Management As- 
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sociation, 330 W. 42nd St., New York 
36, N.Y. Another example of the Am- 
erican Institute’s good public relations 
work is an advertisement which appeared 
in a series on careers published in lead- 
ing national magazines, including The 
Saturday Evening Post, by the New York 
Life Insurance Company. The advertise- 
ment takes two full pages, is illustrated 
with three pictures, and is entitled 
“Should Your Child be an Accountant?” 
by John L. Carey, Executive Director, 
American Institute of Accountants. One 
of the stories used in this advertisement 
to illustrate that the work is not at all 
dull is extremely interesting, even if a bit 
off the beaten path. Mr. Carey quotes 
the case of a young accountant auditing 
a lumber company who wanted to verify 
the amount of lumber reported in the 
company’s records. As most of the lum- 
ber was then floating down the river the 
accountant hired an airplane and flew 
above he river and took motion pic- 
tures of the logs. From the films he was 
able to get an accurate estimate of the 
board feet of lumber available for sale! 
This certainly makes auditing sound like 
a varied and interesting profession. 


For further substantiation of the need 
for educational activities we can refer 
to a recent poll taken by the Canadian 
Institute of Public Opinion. People 
were asked which one of the profes- 
sions they would recommend to a young 
man wishing to choose a profession. Ac- 
counting is not mentioned in the list of 
professions recommended! 


Our profession is continuing to grow 
rapidly and you may be interested in a 
comparison with the growth in Great 
Britain and the United States. These fig- 
ures were published in The Journal of 
Accountancy, November 1953: 
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Approximate number of public accountants 


Year Can. G.B. U.S.A. 
1900 20 5,500 250 
1910 250 10,100 1,700 
1937 2,100 30,000 16,600 
1952 5,000 41,000 47,000 
Per capita — one per 
Year Can. G.B. U.S.A. 
1900 150,000 7,000 300,000 
1952 3,000 1,300 3,300 


You can see that Canada is keeping 
pace with the United States which in- 
dicates that the demand here has been 
as great as below the border. 


Be Brief 


I hope that I have not been rambling 
on at too great length with these mis- 
cellaneous odds and ends. If you care 
to drop me a line about the content of 
this column and send in your ideas I 
will be happy to try to follow them and 
do my best to make the column interest- 
ing to you. Perhaps it is appropriate 
to close with the following story which 
appeared in The Internal Auditor, Sep- 
tember 1953, in an article on “Controls 
in a Manufacturing Organization” by J. 
W. McCarvill: 


“When reporting to executive manage- 
ment, let us not place ourselves in the 
unfortunate position of the efficiency ex- 
pert who was hired by the president to 
report on certain phases of the com- 
pany’s operations. The expert made the 
survey and compiled the report in great 
detail, placed it on the president’s desk 
and waited. He had no word from the 
president for a considerable length of 
time and, anxious to find out what the 
comments were, he went to the office and 
asked the president whether or not he 
had read the report. The reply was — 
‘Read it! I can’t even lift it!’” 
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Students Department 


Does the Income Statement for a 
Single Ownership Business Show any 
Remuneration for the Proprietor? 


; ems are many students who have 

difficulty with the idea that a pro- 
ptietor’s drawings should not be included 
as an expense in calculating the profit of 
the business; they think of the drawings 
as being the equivalent of a salary to the 
proprietor. 


The main trouble with drawings as a 
measure of the value of the propriector’s 
services to the business is that they are 
not the result of an arm’s length trans- 
action with an outsider. To allow draw- 
ings into the calculation of profit would 
be to allow the proprietor’s personal liv- 
ing standards to affect the profit figure, 
a matter which is surely irrelevant in de- 
termining the degree of success enjoyed 
by his business, as such. The proprietor 
is in fact dealing with himself when he 
withdraws money for his own use; in 
other transactions he is dealing with 
other people and in each such transaction 
both he and the other contracting party 
will, as a matter of self interest, require 
his money’s worth. The proprietor’s 
drawings do not have to meet the test 
of the market in this way. 


But there is a figure in the income 
statement which does show the pro- 


By J. E. Smyth, C.A. 


Associate Professor, Queen's University 


prictor’s remuneration. It is disguised 
by the fact that it is a residual figure. 
We refer, of course, to the figure of 
profit. When a person goes into busi- 
ness for himself he is really waiving his 
right to a regular salary, and choosing to 
take instead what his business will earn 
for him: his remuneration may actually 
prove to be megative, as in a year of 
loss. The income figure calculated in 
the accounting process, whether it be 
positive or negative, is the proprietor’s 
reward for such services as he performs 
for his business, for his enterprise in 
operating the business, and for the use 
of such assets as he has provided. 


As a measure of what the proprictor 
is worth to his own business, the profit 
figure is much more satisfactory than a 
figure of drawings. The profit figure 
does have to meet the test of the market: 
it is the result of dealing with outsiders 
and the operation of self interest on both 
sides in determining both revenue and 
costs. And we need hardly add that 
when the proprietor comes to pay his 
income tax, it will be his profit figure 
which he must include in taxable income, 
and not his drawings. 


* * * * 


The logic of the argument above might 
easily be incorporated in the iacome 
statement merely by changing its form 
and avoiding a residual figure, viz., 
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DOE’S HARDWARE 


INCOME STATEMENT 
FOR THE YEAR ENDED... . 











Revenues 
Sales revenue ....... $ xxx 
Total revenue $ xxx 
Expenses 
Cost of goods sold ied 
DEUMGE CKPCNSES ..............:..000000ssss000s0- XxX 
Administrative expenses ................ XXX 
Financial expenses. .......................00+. XXX 
Profit for the year (proprietor’s 
remuneration) Sa 
Total expenses (including 
profit) . $ xxx 








In the above illustration, profit is still 
a residual figure, but it is inserted to bal- 
ance the revenues with the expenses. 
* * * * 
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The logic underlying the above form 
of presentation would seem at least to 
approach the reasoning of economists 
in the measurement of income. If we 
interpret the economists properly, they 
think of “normal” profit as being the 
price of a factor of production which 
they call “entrepreneurship”, just as sal- 
aries and wages are the price of another 
factor of production, labour, as rent is the 
price for the use of land, and as interest 
is the price for the use of capital. Since 
the typical income statement prepared 
from accounting data contains no separate 
heading of expense for interest on the 
proprietor’s capital, nor for the services 
he renders, the resulting figure of profit 
is greater than “normal’’ profit; it in- 
cludes remuneration to the proprietor for 
the use of his capital and for his labour 
as well as for his “entrepreneurship”. 


“PROFIT AND LOSS” 


“The term profit and loss seems to have been in use before Paciolo’s work 
was published in 1494 and what was perhaps the earliest bookkeeping text in Eng- 
land (A Briefe Instruction, by John Mellis, published in 1588) contained a chap- 
ter treating “Of the famous accompt called profite and losse, or otherwise Lucrum 
and Damnum, and how to order it in the Leager.” 


— From Accounting Terminology Bulletins, prepared by the 
Committee on Terminology of the American Institute of 


Accountants, 1953, pages 14-15 


PUZZLE 


The age of Diophantus, a Greek 
mathematician, may be calculated from 
an epitaph which reads as follows: Dio- 
phantus passed one sixth of his life in 
childhood, one twelfth in youth, and 
one seventh more as a bachelor; five 
years after his marriage was born a son 
who died four years before his father, at 
half his father’s age. 


Editor's note: The words “‘at half his 
father’s age” should be interpreted to 
mean half the age of the father at the 
father’s (not the son’s) death. 


(Contributed by Mr. S. B. Bentley, 
Regina, Saskatchewan.) 
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SOLUTION TO LAST MONTH’S PUZZLE 


Let the bonus be $x and the profit before bonus and tax, $p. 
Then x = .15p 


or p= 6.6x 
Taxable income is p — x or 5.6x. 


49 ; 
Tax on this is 4,000 + Too (5.6x — 20,000) 


or 2.776x — 5,800. 


Profit after tax is therefore 5.6x — 2.776x + 5,800 
or 2.89x + 5,800. 
But the bonus is 25% of this. 
Therefore, x = .7225x + 1,450 
1,450 
= 3775 = 5,225.23 
The bonus was $5,225.23 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and 
reflect the personal views and opinions of the various contributors. They are 
designed not as models for submission to the examiner, but rather to provide such 
discussion and explanation of the problems as will make their study beneficial. 
The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Final Examination, October 1953 
Auditing II, Question 7 (22 marks) 


CA is the auditor of the J Co. Ltd., incorporated under The Companies Act, 
1934 (Canada), whose fiscal year coincides with the calendar year. Early in March 
1953 they advise CA that they propose to obtain authorization for a $3,000,000 
First Mortgage Bond Issue. The initial issue will be for $2,500,000 principal 
amount of Series “‘A” Sinking Fund Bonds maturing in 20 years, with interest at 
5%. The bonds will be issued and dated 1st April 1953, and will be sold at a 
discount of 2%. The proceeds of the sale will be used to liquidate the bank loan 
of $500,000, to provide $1,900,000 for the cost of an extension to the company’s 
plant and additional equipment, and to pay for the expenses, in the estimated 
amount of $25,000, to be incurred by the company in connection with the creation 
and issue of said bond issue. The balance of the proceeds will be added to the 
general funds of the company. 

The following is the audited balance sheet of the company as at 31st December 


1952: 








J CO. LTD. 
BALANCE SHEET 
as at 31st December 1952 


ASSETS 
Current Assets 
Cash in bank ae $ 50,000 
Accounts receivable — trade debtors ................... $ 950,000 
Less allowance for doubtful accounts . , 50,000 
900,000 
Raw materials, finished goods and supplies on 
hand — certified by the management as to 
quantities and value at cost aes 925,000 
Prepaid charges 25,000 $1,900,000 
Property, Plant and Equipment — at cost 2,165,000 
Less accumulated depreciation 1,040,000 1,125,000 
$3,025,000 
LIABILITIES 
Current Liabilities 
Bank loan payable cape $ 500,000 
Accounts payable and accrued charges .................... 525,000 
Income taxes payable. eee 175,000 $1,200,000 
Shareholders’ Equity 
Share capital] 
Authorized — 20,000 shares of $100 par value $2,000,000 
Issued — 10,000 shares fully paid up ..... $1,000,000 
Earned surplus ae 825,000 1,825,000 
$3,025,000 


CA's report on the above balance sheet was unqualified. 


Tabulations from the audited annual statements of surplus and profit and loss 
for the five years from 1948 to 1952, inclusive, are submitted below: 
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H 1955 
Statement of Surplus 


Balance TOLWaT.  ncissicsscsesiseccss 

NS C08 GONE ee esccetteraeeess 

Adjustment re double 
depreciation prior year .... 


Deduct: Income tax adjust- 
ment — prior years ........ 


Deduct: Dividends paid ........ 


Statement of Profit & Loss 
REE ress ccess Scere 
Gost of goods sold’ ........:....... 
Gross profit on sales 


Deduct: Selling and 
administrative expenses .... 


Deduct: Depreciation _............ 
Profit on sale of machinery .... 


Provision for income taxes .... 





STUDENTS DEPARTMENT 


1948 1949 1950 
$ 469,000 $ 526,000 $ 614,000 
225,000 275,000 35,000 
_ 20,000 _ 


$ 694,000 $ 821,000 $ 649,000 
18,000 7,000 _— 


676,000 814,000 649,000 
150,000 200,000 50,000 


1951 


599,000 
255,000 


854,000 
8,000 


846,000 
160,000 
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1952 


$ 686,000 


$ 


390,000 


1,076,000 


1,000 


1,075,000 


250,000 


$ 526,000 $ 614,000 $ 599,000 





$5,825,000 $5,915,000 $4,955,000 
4,690,000 4,570,000 4,005,000 


$ 


$ 


686,000 





6,330,000 
4,950,000 


$ 


$ 








825,000 


7,085,000 
5,375,000 


1,135,000 1,345,000 950,000 


645,000 750,000 720,000 


1,380,000 


720,000 


1,710,000 


795,000 


490,000 595,000 230,000 
130,000 190,000 190,000 


660,000 
155,000 


915,000 
140,000 


360,000 405,000 40,000 

_ 20,000 15,000 
360,000 425,000 55,000 
135,000 150,000 20,000 


505,000 
250,000 


775,000 
385,000 


$ 


255,000 


The annual charge for depreciation is made up of the following: 


Normal (straight-line method) 
Double in excess of normal .... 
Special re capital expenditures 
for scientific research writ- 
ten off over 3 years ........ 


Sp meses 


1948 1949 1950 1951 

$ 70,000 $ 95,000 $ 105,000 $ 110,000 
50,000 70,000 40,000 10,000 
10,000 25,000 45,000 35,000 


1952 
120,000 


$ 130,000 $ 190,000 $ 190,000 $ 155,000 $ 


140,000 


Income taxes assessed in respect of the years 1948 to 1951 were as follows: 
$ 142,000 $ 148,000 $ 30,000 $ 251,000 


In 1950 the company retained the services of a firm of industrial engineers, 


at a fee of $15,000, to make a survey of the plant. 





They recommended several 





164 THE CANADIAN CHARTERED ACCOUNTANT MARCH 





changes in production flow and plant layout, etc., as a means of increasing efficiency 

in the manufacturing operations. The cost of implementing their recommendations 

amounted to $40,000. These two amounts have been included in the operating 
expenses for that year. 

Required: 

(11 marks) (a) Pro forma balance sheet as at 1st April 1953, along with CA’s 
report thereon, assuming that the bonds are issued as contem- 
plated. 

(11 marks) (b) The statement of earnings, along with CA’s report thereon, which 
should appear in the prospectus. 


A SOLUTION 
(a) THE J. CO. LTD. 


Pro ForRMA BALANCE SHEET AS AT 31ST DECEMBER 1952 


After giving effect as at that date to: 

(a) the proposed issue and sale of $2,500,000 principal amount of 5% First Mortgage 
Bonds, Series “A”, at 98, 

(b) the liquidation of the bank loan of $500,000, 

(c) the deposit with the trustee of the proceeds of said proposed sale of Series “A” 
Bonds to the extent of $1,900,000 pending withdrawal from time to time by the 
company against expenditures for property, plant and equipment, 

(d) the payment of the Series “A” Bond issue expenses in the estimated amount of 
$25,000, and 

(e) increase in the general funds of the company by the balance of the proceeds. 


ASSETS 


Current assets 
MAIR IIIS 88 Aa Phe Lo ase id os $ 75,000 
Accounts receivable — trade debtors ..............0000000-. $ 950,000 
Less allowance for doubtful accounts ............ 50,000 


900,000 
Raw materials, finished good and supplies on 
hand — certified by the management as to 
quantities and valued at cOSt ....0..0....cceee 925,000 
DOES Ad ROR REM  icedesusstacscescedeseaviv oosesvavousacieenans 25,000 


$1,925,000 
Cash on deposit with trustee 
(Trustee for the bondholders) 
Amount withdrawable against expenditures 
for property, plant and equipment ................ 1,900,000 


Property, plant and equipment—at cost ...................... 2,165,000 
Less accumulated depreciation .................0cccccccee 1,040,000 


1,125,000 
Bond discount and estimated expenses ...................000.0. 75,000 


$5,025,000 


























crane 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 


Accounts payable and accrued charges ................ $ 525,000 
BOR ORINE TNE PII 6s 5s steesc hada dstieyn enasieasieess 175,000 
$ 700,000 
Funded debt 
First Mortgage Bonds 
UNNMEEIIES 9, e ee A aceora septa nasil caesar soess $3,000,000 
Issued — Series “A” — 5% sinking fund 
Bonds due Ist April, 1973 ................ 2,500,000 
Total. Wabiit1es. .....:...6:.50005:. 3,200,000 
Shareholders’ equity 
Share capital 
Authorized—20,000 shares of $100 par value .... $2,000,000 
Issued—10,000 shares fully paid up .................... 1,000,000 
Earned surplus ...... b sclvpaiisiaeat tia teabec con sent Aeieehasstelerase 825,000 
Total shareholders’ equity 1,825,000 
$5,025,000 


AUDITORS’ REPORT 
To the Directors, 

J. Co. Ltd. 

We examined the above pro forma balance sheet of the J. Co. Ltd., as at 
31st December, 1952. We have obtained all the information and explanations we 
have required. In our opinion the above pro forma balance sheet is properly drawn 
up so as to exhibit a true and correct view of the financial position of the company 
as at 31st December, 1952, after giving effect to the transactions referred to above 
numbered 1 to 4, according to the best of our information and the explanations 
given to us. 


A. & Co. 
30th March, 1953 Chartered Accountants 
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(b) J. CO. LTD. 


STATEMENT OF NET EARNINGS 
FOR THE FIVE YEARS ENDED 31ST DECEMBER 1952 





Operating 

Profit Net Profit 

Before Depreciation Before Income Net 
Year Depreciation Normal Double Special Total Income Tax Tax Profit 
1948 490,000 70,000 30,000 10,000 110,000 380,000 142,000 238,000 
1949 595,000 95,000 70,000 25,000 190,000 405,000 148,000 257,000 
1950 230,000 105,000 40,000 45,000 190,000 40,000 30,000 10,000 
1951 660,000 110,000 10,000 35,000 155,000 505,000 251,000 254,000 
1952 915,000 120,000 _ 20,000 140,000 775,000 385,000 390,000 


Notes 


1. Net profit on disposals of machinery have been excluded in arriving at the net 
earnings shown in the above statements as follows: 1949 $20,000: 1950 $15,000. 


2. Expenses in connection with an efficiency survey of the plant during 1950 amount- 
ing to $55,000 were incurred and have been taken into account in arriving at the net profit 
for that year. 


3. The amounts shown for taxes on income are in acordance with assessments received. 
The year 1952 has not been assessed but the amount provided is deemed adequate. 


To the Directors, 

J. Co. Ltd. 

We have examined the above statement of net earnings of J Co. Ltd., for 
the five years ended 31st December 1952 and we report that, in our opinion, the 
statement with the notes thereto fairly presents the net earnings of the company | 
for the period indicated. 


A. & Co. 
March, 1953 Chartered Accountants. 













PROBLEM 2 
Final Examination, October 1953 
Auditing Il, Question 3 (30 marks) 
CA is the auditor of a small but growing corporation that carries on a manu- 
facturing business. CA receives the following letter from this client: 


Dear Sir: 


We would like your advice. We find that there may be an opportunity for us 
to purchase the A Co. Ltd., which makes products that could be well integrated 
with our lines. 














So far we have had preliminary conversations with the principal shareholders 
and find that they are disposed to sell out if satisfactory terms can be arranged. This 
is the first time we have considered a purchase of this sort and we would like 
any assistance you can give us. As you know, we have not an experienced financial 
man in our organization and we must rely heavily on you for advice. 
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‘The plant and head office of the A Co. Ltd. is situated at a small town which 
is an overnight trip from here. We have made an appointment, two weeks hence, 
for our general manager to visit the company and discuss the proposed sale further. 

We suggest that it might be advisable for you to accompany the general 
manager on his visit so that you can assist him in any of the financial aspects of the 
discussions. Moreover, it has already been agreed that, as our auditor, you will 
have access to any of the company’s financial records and you might make some 
preliminary investigations or calculations during the visit. 

We believe it would be helpful if you would guide us on the following points: 

(a) What are the usual factors considered in determining a reasonable price 
in these cases? 

(b) We feel we should write to A Co. Ltd. asking them to have ready for 
the visit some of the information you will require—what should we ask for? 

(c) Apart from the accounting aspects of the problem, which are being left 
to you, what other expert advice should we seek before reaching a decision 
to purchase? 

(d) Do you consider that it will be necessary for you to make a detailed 
examination of the records of A Co. Ltd.? 

(e) In these cases how do you go about establishing a date for the transaction 
to be effective—does it have to be at the A Co. Ltd.’s year end? If not, 
do special financial statements have to be prepared at the purchase date? 

We would like to discuss all of these points with you but as our general manager 
will be away for the next few days, would you write us on the points mentioned so 
that the general manager can have some information ready for him on his return. 


Yours faithfully 
BLANK Co. LTD. 


Required: 
Draft letter that CA would send to his client. 


A SOLUTION 
Mr. Thos. Smith, 
The Blank Co. Ltd., 
94 Main Street, 
Cityville, Canada. 
Dear Mr. Smith, 

In replying to your letter concerning the possible purchase by your company 
of the A Co. Ltd., we shall attempt to answer your questions in the order in which 
you have raised them. 

(a) The most important factor to be considered in determining a reasonable 
price is the prospective earning power of the company. An estimate of the 
“normal” earnings of a company can be made from an analysis and review of its 
past earnings. The required analysis will exclude from the operating results of 
each year the effects of abnormal revenues and expenses. Beyond this, it will be 
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necessary to consider the effect upon these normal earnings of any known factors 
which have not influenced earnings in the past but which will have an effect 
upon them in the future. 

A proper price for a business purchased as a going concern is the capital 
sum required to purchase a command over its annual earnings. A vital part of 
the calculation is the choice of a suitable rate of return on the investment. If the 
company’s record of past earnings shows stability, a rate of return as low as 
6% to 8% may be reasonable; if, on the other hand, there have been substantial 
fluctuations in past earnings and the risk element appears to be considerable, a 
rate of return of 15% or 20% may not be too high to use in the calculation. 


After the business has been valued in this way, professional appraisers should 
be hired to value the individual assets, in particular the property, buildings, 
equipment, and inventories. If the valuation of the business based upon its 
earnings record exceeds the net tangible assets at appraised values, the company 
would appear to have a legitimate claim that it should be paid something for 
goodwill. 


The appraisers should be instructed to consider the general condition of the 
plant and equipment, and to report whether it is up to date or in need of re- 
placement. 


In addition, some consideration should be given to the working capital posi- 
tion of the company, and an analysis made of its working capital over a number 
of years. 


(b) We would require the following data from the A Co. Ltd. for the 
purpose of our visit: 
(i) Audited financial statements for at least the last five years, and the 
most recent interim statement; 

(ii) all reports from the auditors of the A Co. Ltd. during the last five 
years; 

(iii) a listing of the fixed assets together with the amount of depreciation 
recorded against them to date; 

(iv) supporting schedules for other assets and liabilities as at the last 
balance sheet date; 

(v) a copy of the last physical inventory; 

(vi) all recent assessments from Dominion and provincial tax authorities, 
and the tax returns for years as yet unassessed; 

(vii) a calculation of the undistributed income of the company for tax 
purposes; 

(viii) The minute books of the company; 

(ix) a schedule of the directors’ remuneration, a list of the senior em- 
ployees setting out their ages, years of service, remuneration, and de- 
tails of any special service agreements or pension arrangements; 

(x) any additional analyses the company may have of its sales and costs 

for the past few years (e.g. by products, departments, or sales dis- 
tricts). 





} 
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(c) We suggest that you obtain the following expert advice before reaching 
a decision to purchase: 

(i) The opinion of a title searcher, to establish that the company has a 
clear title to its property, 

(ii) an appraisal by a competent appraisal company to establish the present 
value of the fixed assets and inventories of the company; 

(iii) the opinion of a solicitor to the effect that the company has complied 
with all legal requirements, and that its shares are properly issued, and 
to verify the company’s tax position by communication with the in- 
come tax officials. 

(d) The extent of our examination of the company’s records will depend 
upon the state of the records, the adequacy of the system of internal control, the 
work done by the company’s auditors, and any unusual circumstances brought to 
light by the analysis of its operating statements. In any event, a considerable 
amount of work will be necessary in the current period and the period covered 
by the most recent financial statements. We shall be able to answer this question 
more completely after we have had an opportunity to discuss these matters with 
the company’s auditors. 

(e) The effective date for the purchase transaction should be determined 
by the convenience of the parties to the transaction and will be settled in the 
agreement between your company and the A Co. Ltd. It does not have to coincide 
with the business year end of the A Co. Ltd. Financial statements should be 
prepared at or near the purchase date but it may be possible to use audited 
financial statements of a previous date adjusted for the intervening period. 

If any further questions occur to you, we shall be pleased to do our best to 
answer them for you. 

Yours very truly, 
C.A. 


(Correspondence with the editor is cordially invited.) 


- Simple Arithmetic 


By G. E. F. Situ, F.C.A. 


amen time to time solutions to prob- 

lems similar to those below have 
appeared in various magazines, includ- 
ing The Canadian Chartered Account- 
ant. Often, however, the average ac- 
countant has lost the knowledge of 
Algebra in which the formulae are ex- 
pressed and so finds the solutions diff- 
cult. 


Where simple arithmetic only is 


necessary, why use Algebra at all? Here 
are some simple arithmetical solutions 
which to my knowledge have never be- 
fore been given. 

In each of the problems presented 
each item is to be taken on the profit 
remaining after all other items have 
been deducted. The amount of each 
item and the balance of the profit are 
to be found. 


Problem 1 
Profit $18,000.00; Commission 10%; Income Tax 20% 


Formula 1 
Deduct from $100.00, in turn for each item, the amount, at the given rate, on $100.00. 
The fraction formed by the amount deducted over the amount remaining is the part of the 
profit for the item. The fractions added together plus 1 for the remainder are equal to 


the profit. 


Application of Formula 1 


Remainder 


Fraction Formed 


$ 100.00 
10.00 


90.00 


1/9 


$ 100.00 


Fractions 1/9 and 1/4 plus 1 for remainder equal $18,000.00 
If we reduce the fractions and the remainder to 49 parts, the answer 


becomes: 
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Parts Amount 
eI CNS ce ti: Otten Sekonda 4 $ 1,469.39 
NN WIE 6.62 b cs acids Aaseaptemckiiekoanaeenoene 9 3,306.12 
ITN So oe iii letk indents 36 13,224.49 
I cds sen sentria oleic aed esciccdse 49 $18,000.00 
Problem 2 


Profit $100,000.00; Commission 10%; Income Tax 20% on $20,000.00 and 49% 
on balance. 


Formula 2 


Where there are two different rates for one item to be deducted from profit, there 
must be two divisions of the profit. In order to ascertain the amount of each item to 
be deducted in the first division, deduct the amount at the first rate from the amount 
on which the first rate is taken, and find the remainder. Other items to be deducted will 
be fractions of this remainder. The fractions are found by using formula 1. Formula 1 
is used throughout for finding the fractions for the second division of the profit. 


Application of Formulae 2 and 1 
Formula 2—Income Tax, amount on which the first rate 


AREF Te MERE 05 05 ee i set A Acres cee services emae eee $ 20,000.00 
Deduct amount at that rate Boe ire haste 4,000.00 
a oe al . 16,000.00 
Commission 1/9 of remainder (above) ..............cccccseeeere LITT T7 


The items of the first division of the profit have now been ascertained, and therefore 


we can put down: — 


NN aS a Ye le eR eae LJ7taT 

PNM RAIN oh ada oe ce ctr Joe aches tenses eto acs ne eon ETS 4,000.00 

NUN oe de Fe chad al I ete ch sed case heed ta BEG Se ... 16,000.00 

ERNE an NTS A Fig to) eh et nana PTT 

Paving Peont 26 Be? Gitiaed OF © 2.3.5. os ke econ 78,222.23 
100,000.00 

PUN I SINE hah hs ed nickistecididansmealicisieeiineciedsnds 100.00 
Deduct amount at the rate Of 49% oo... .ccccccccccccccesceeeseeseeeeseeeees 49.00 

Remainder 51.00 

Nn ace ht eh oe et el ha ie 49/51 


Fractions 1/9 and 49/51 plus 1 for remainder equal................ $ 78,222.23 
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Problem 3 
Profit 100,000.00; Bonus 25% on the first $10,000.00 and 20% on the balance; 
Commission 15% on the first $20,000.00 and 10% on the balance; Income Tax 
20% and 49%. 


Formula 3 
For the first division of the profit, where there is more than one item with two 
different rates, ascertain the remainder (as in formula 2) for each item. From the 
highest remainder deduct, in turn, each of the other remainders. The second rate will 
be used on the difference obtained for each item. The highest remainder will be the 
remainder of the first division of the profit. Formula 1 is used throughout for finding 
the fractions for the second division of the profit. 


Application of Formula 3 
Bonus Commission Income Tax 


Ea RI ee a rtd 25% 15% 20% 

Amounts on which the first rates are taken. ................ 10,000.00 20,000.00 20,000.00 
Deduct amounts at those cates. ................15.......:0c0c...6056 2,500.00 3,000.00 4,000.00 
NN eS 7,500.00 17,000.00 16,000.00 
Deducted from the highest remainder ......................-.- 17,000.00 17,000.00 


IN I? rea Be Se 9,500.00 1,000.00 
Fractions applying to differences ..................0cccc000 1/4 49/51 
PR RUMMPRINNED AE RENIN OO sissies sicisscsices io ecedestccaricsaesns 2,375.00 960.79 
MOUSE First BNA SECON TALES: - <....2....06cccc.cscsccssececenss 4,875.00 3,000.00 4,960.79 


The items of the first division of the profit, as seen above, are:— 


oO Se eres tes ae ake eta se in Doichea Daa ies aot cuca Ort ei ss. $ 4,875.00 
SNOPES. “a3 oho oes a Mae red eh ap he Ee era are Bh et, 3,000.00 
RIPE nlc ot rye ee ed het ech hI Cea oi, Balt 4,960.79 
RI phil 95 ence, he tb anh oh ec Te A a corr Baten SE Ne 17,000.00 











OSE ETON TRMAWRURIRND cer ets sgn Bee Oo eo on kn Bt 29,835.79 
ISR NPSKAAe AREMEIE ED DE ALD AUN EN ODE sens nk cca can dsscenpsts sieeve Deans oaav li eccsDopencees 70,164.21 





100,000.00 





The fractions (as ascertained in formula 1), applying to the second division of the 
profit, are bonus 1/4, commission 1/9, income tax 49/51. With the remainder 1 they 
equal $70,164.21. If we reduce the fractions and the remainder to 4,263 parts we get 
the answer: — 


Profits Divided 










First Balance 
$29,835.79 Parts Amount Total 
RN ea oN i a a $ 4,875.00 459 $ 7,554.63 $12,429.63 
EOIN. octane iknow eee 3,000.00 204 3,357.61 6,357.61 
SIU UR sah oe Sen et 4,960.79 1764 29,033.47 33,994.26 
RMN sitet see ee 17,000.00 1836 30,218.50 47,218.50 





Suiits ox eadecicasansosbanpaenceceusteunetse-tane $29,835.79 4263 70,164.21 100,000.00 
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The Tax Review 


By Melville Pierce, B.A., LL.B. 


“ RECENT TAX CASES 


Williams v. M.N.R. 
(Exchequer Court of Canada, Cameron ]., November 12, 1954) 


Office or Employment — Ship’s Officer — Board and lodging supplied — 
Whether value assessable — ITA 1948 s. 5(a) 


Williams, a marine engineer on a ship 
plying between Vancouver and Nanaimo, 
making six single trips daily, resided on 
the mainland, but was supplied with 
board and living accommodation aboard 
the vessel, the value of which was agreed 
at $228 for the year 1952. Williams was 
assessed to income tax on that amount on 
the ground that it was income within the 
meaning of s. 5(a) of the Income Tax 
Act, as being within the phrase “the 
value of board, lodging and other bene- 
fits received or enjoyed by him in respect 
of, in the course of, or by virtue of the 
office or employment”. He appealed, 


contending that his employer, the ship- 
owner, was obliged by law (Canada Ship- 
ping Act, (Canada), 1934, c. 44 secs. 
165 and 228) to supply him board and 
lodging in the circumstances of his case 
and that therefore the value of the board 
and lodging supplied to him should not 
be considered as part of his income. 
Held (affirming the 1.T.A.B. [1954] 2 
Tax Rev. 110), s. 5(a) of the Income 
Tax Act applied to the case, and appel- 
lant was subject to tax on the value of 
the board and lodging supplied to him 
by his employer as above described. 
Appeal dismissed 


Pickle Crow Gold Mines Limited v. M.N.R. 
(Exchequer Court of Canada, Cameron ]., December 29, 1954) 


Mines and Oil Wells — Exploration expense on property subsequently trans- 
ferred — Not “incurred” by successor — ITReg. (1949), 1202 


Appellant company was in the business 
of prospecting, exploring, and mining 
for gold in Ontario. In July 1938 pur- 
suant to an agreement with Albany River 


Mines Limited, appellant carried out cer- 
tain exploratory work on the latter's 
property, and the property was then 
transferred to another company whose 
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incorporation was procured by appel- 
lant, the Albany River Mines Limited 
receiving shares in the new company of 
a par value substantially equivalent to 
the cost of exploratory and development 
work done by Albany River Mines Lim- 
ited prior to July 1938. Appellant ex- 
pended a substantial sum on exploring 
and developing the property so trans- 
ferred to the new company, and in 1945 
acquired all the assets of the new com- 
pany for shares in appellant company and 
other consideration. In its tax returns 
for 1946, 1947, and 1948, appellant 
claimed and was allowed to deduct 
moneys expended by it between July 
1938 and 1945 in developing the prop- 
erties of the new company which it then 
acquired. In its 1949 return it claimed 
a deduction under ITReg. 1205 in respect 
of expenditures on exploration and de- 
velopment which were made by Albany 
River Mines Limited prior to July 1938, 
its contention being that as the con- 
sideration given by it for Albany River's 
property was substantially based on the 
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cost of exploration and development 
work done by the Albany River Com- 
pany prior to July 1938, that cost was in 
a broad sense “incurred” by appellant. 
Under ITReg. 1202, as it stood in 1949, 
a taxpayer is entitled to deduct from its 
profits for a taxation year reasonably at- 
tributable to the operation in Canada of 
a mine not more than 25% of the aggre- 
gate of all expenses incurred by the tax- 
payer which are reasonably attributable 
to the prospecting and exploration for 
and the development of the mine prior 
to its coming into production in reason- 
able commercial quantities. 

Held (affirming the ITAB, 7 T.A.B.C. 
348), the contention of appellant can- 
not be accepted. The expenditures on 
exploration and development by Albany 
Rivers Mines Limited prior to July 1938 
cannot be said to be “expenses incurred 
by appellant company”, within the mean- 
ing of ITReg. 1202 and they are there- 
fore not deductible by appellant in com- 
puting its income for 1949. 


Appeal dismissed . 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant Chair- 
man), W. S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


201 v. M.N.R. 

Personal Corporations — Allocation of 
incomes to shareholders — Amount of 
property loaned or transferred — 
Whether money owing by company to 
shareholder a loan or transfer by share- 

holder — ITA 1948 s. 61(3) 

Appellant was a shareholder of a 
corporation which was incorporated in 
1939 and wound up in 1951, and dur- 


ing the years 1950 and 1951 the corpora- 
tion was a personal corporation. In 1944 
appellant sold to the corporation 2,427 
shares of the corporation’s preferred 
stock for $242,700 in demand notes, and 
in the same year he loaned the com- 
pany $400,000, which in turn advanced 
him $172,700; there was nothing to 
show, however, whether that advance 
was applied against the loan by appel- 
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lant of $400,000 or against the demand 
notes. At the close of 1949 the company 
had undistributed income on hand of 
$175,540, in respect of which it paid 
the 15% tax under Part IA of the Act, 
thereby converting the balance into tax- 
paid undistributed income on hand. The 
company’s incomes for 1950 and 1951 
were, respectively, $226,579 and $120,- 
787, and appellant was assessed to in- 
come tax on his portion thereof pur- 
suant to s. 61(3), viz 91.43% in 1950 
and 90.45% in 1951. Appellant con- 
tended that he was wrongly assessed for 
several reasons, among them on the 
ground that the money owing him by the 
company for the preferred shares which 
he sold it in 1944 was not money trans- 
ferred or loaned by him to the company 
within the meaning of s. 61(3). 
Held (Mr. Monet), the onus is upon the 
appellant to prove that the assessment is 
incorrect and as there was no evidence 
to show whether the $172,700 loaned by 
the corporation to appellant in 1944 was 
attributable to the sale price of the pre- 
ferred shares or to the loans made by 
him to the company in the same year, he 
had failed to satisfy the onus upon him, 
and his appeal must be rejected. 

Nov 12/54 Dismissed 


Editor’s Note: The editor apologizes to the 
reader for his inability to comprehend the 
various other points raised in this appeal, 
which he has therefore refrained from at- 
tempting to state. 


221 v. M.N.R. 
Retiring Allowance — Right to elect 
lower basis of taxation — Loss of right 
where recipient of allowance voluntarily 
accepts other employment — ITA 1948 
s. 34(1)(b) 


Appellant, an employee of a chartered 
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bank, retired from its employment in 
1951 at the age of 62, and was entitled 
to a pension from the bank to commence 
in April 1953 when he became 64. On 
retiring from the bank he took employ- 
ment with a trust company that was con- 
nected with the bank, and from the 
time of his retirement in April 1951 
until April 1953 he continued to make 
contributions to the bank’s superannua- 
tion fund from which his expected pen- 
sion would eventually be paid, the con- 
ditions of the pension requiring a mem- 
ber to contribute 6% of his annual bank 
salary until he attained the age of 64. 
During 1952, before appellant’s pension 
became payable, he received $2,128 from 
the bank; it was paid to him by the 
bank and not from a pension fund or 
pursuant to a pension plan, and was in 
the nature of a retiring allowance. He 
received such an allowance for two years 
in all. In his tax return for 1952 appel- 
lant asserted the right to take the benefit 
of ITA 1948 s. 34(1)(b), which pro- 
vides that in the case of a payment or 
payments made by an employer to an 
employee or former employee upon or 
after retirement in respect of loss of 
office or employment, the tax on such 
payment or payments may be separately 
calculated at a special rate based on his 
income from the office or employment 
for the preceding 3 years. The Min- 
ister disallowed appellant’s claim, and 
this appeal followed (appellant not being 
represented by counsel). 


Held (Mr. Fordham), dismissing the ap- 
peal, since appellant voluntarily accepted 
employment from a trust company after 
leaving the bank’s employment, he did 
not fall within the intendment of s. 34 
which was designed to embrace the cir- 
cumstances where a taxpayer received a 
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substantial sum in one year at his former 
employer's behest that made the tax- 
payer's income disproportionately large 
in that particular year. The facts here 
do not appear to warrant allowing an 
election by appellant, but in any event 
he did not fall within the language of 
s. 34(1)(b) as there was no loss of 
office in a financial sense and, in point of 
fact, he did not become wholly retired 
until April 1953. 
Dec 21/54 

Editor’s Note: The moral of this case, if 
a lawyer may be permitted to draw it, is 


simply to show the advantage of having 
counsel when appearing before the courts. 


Dismissed 


Hughes v. M.N.R. 


Retirement Allowance — Grant or re- 
tiring leave to civil servant — Seven 


payments of retiring pay — Whether 
subject to lower rate of tax — ITA 


s. 34(1) (a) (i) 


Appellant, a Dominion civil servant, 
retired from the service in September, 
1952 after more than 10 years service, 
and thereafter, in accordance with official 
practice, was granted retiring leave and 
paid $925.15 in a series of semi-monthly 
cheques during the remainder of 1952. 
Appellant contended that she was en- 
titled to claim a lower rate of tax on 
this sum under ITA s. 34(1) on the 
ground that the payment of $925.15 con- 
stituted “‘a single payment upon retire- 
ment of an employee in recognition of 
long service” within the meaning of 
those words in paragraph (a) (ii). 
Held (Messrs. Snyder and Fisher), the 
sum in question, which was paid by 
means of 7 separate cheques, was not a 
“single payment” and further it was not 
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paid “upon retirement of an employee in 
recognition of long service’; it was in 
fact a payment of salary in respect of 
the period which had been granted to 
the appellant as retiring leave. 


B.C., Dec 14/54 Dismissed 


Day v. M.N.R. 


Alimony and Maintenance — Agreement 

for maintenance of adopted children 

after divorce granted—Whether income 

of former spouse or of children — 
ITA 1948 s. 6(d) 


Appellant was married in 1937 and 
divorced by Act of Parliament on June 
1, 1950. On June 8, 1950 a written 
agreement was executed by which her 
husband undertook to pay appellant $100 
a month for the use and benefit of two 
children who had been adopted by appel- 
lant and her husband during their mat- 
riage. Appellant was assessed to income 


tax in respect of the monthly sums re- - 


ceived by her during 1952 pursuant to 
that agreement. She appealed, contend- 
ing, inter alia, that she was not the bene- 
ficial owner of the sums so received but 
merely the administrator thereof. 


Held (Mr. Fordham), under s. 6(d) of 
the ITA 1948, the monthly payments 
were chargeable to tax in appellant’s 
hands. In view of the meaning given to 
the word “child” in s. 127(7) the two 
adopted children were ‘“‘children of the 
marriage” within the meaning of that 
phrase in s. 6(d). 
Que, Oct 25/54 

Editor’s Note: Section 6(d) renders charge- 
able amounts received by a taxpayer in a 
year pursuant to a decree of divorce or a 
written separation agreement as alimony or 
other allowance payable on a periodic basis 


for the maintenance of the recipient thereof, 
children of the marriage, or both... . 


Dismissed 
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From the facts related by the learned judge 
in this case the payments in question here 
were made pursuant to an agreement 
executed after the divorce was granted, and 
they were therefore made neither pursuant 
to the Act of Parliament nor to a separation 
agreement, since an agreement made between 
parties not married to each other is not a 
separation agreement in ordinary parlance. 
If that is so, the decision of the Supreme 
Court of Canada in Bouck v. MNR [1952] 
Tax. Rev. 129 would appear to apply and 
the money be chargeable to the children, not 
the mother. 


Pipe v. M.N.R. 


Alimony & Maintenance — Order for 

monthly alimony payments — Commuta- 

tion of for lump sum — Not deductible 
by payer — ITA s. 11(1)(f) 


By a decree of divorce pronounced by 
the Supreme Court of Ontario in 1948 
appellant was ordered to pay his ex-wife 
$175 during the joint lives of him and 
her or until she remarried. Appellant 
made the monthly payments (subsequent- 
ly reduced by agreement to $150 a 
month) “for more than four years, and 
on June 6, 1952 he and his ex-wife 
executed an agreement by which they 
commuted the remaining monthly pay- 
ments due for a lump sum payment of 
$6,600. Appellant having paid this sum 
in 1952 claimed it as a deduction in 
computing his income for the year, rely- 
ing on ITA s. 11(1)(j) which permits 
the deduction of an amount paid pur- 
suant to a divorce decree as alimony or 
other allowance payable on a periodic 
basis, etc. 


Held (Mr. Fordham), having regard to 
the fact that the ex-wife's life expectancy 
at the time of the agreement was some 
27 years, the lump sum payment had no 
direct relation to the divorce decree, and 


it was therefore not within contemplation 
of the Act and not deductible. Armstrong 
v. MNR, [1954] CTC 236, 54 DTC 
1104. distinguished. 


Que, Nov 19/54 Dismissed 


Bentley v. M.N.R. 


Alimony — Payments made pursuant to 

oral agreement — Subsequent judgment 

made retroactive — Without effect — 
ITA s. 11(1)(f) 


Following a separation from his wife 

in 1951 appellant made her regular pay- 
ments of $141.23 a month pursuant to 
an oral agreement. By a decree of the 
Superior Court of Quebec on January 
18, 1954 appellant was ordered to pay 
his wife alimony, which order, by con- 
sent of the husband, was expressly de- 
clared to relate back to December 6, 
1951 in its operative effect. Appellant 
sought to deduct the payments made to 
his wife in 1952 in computing his in- 
come, contending that in view of the 
retroactive effect of the judgment they 
were made pursuant to a decree of a 
court within the meaning of ITA s. 
11(1) (j). 
Held (Mr. Fordham), at the time the 
payments were made no judgment was 
in existence, and therefore the payments 
did not comply with the statutory re- 
quirement. 


Ont, Nov 22/54 Dismissed 


Charles Albert Smith Ltd. v. M.N.R. 


Principal & Agent — Cancellation of 
sales agency — Sum gratuitously paid 
agent — Whether a gift 


Appellant company was the Canadian 
sales agent of an American chemical 
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manufacturing company. In 1950 appel- 
lant was appointed the latter’s exclusive 
sales agent in Canada of a certain med- 
ical preparation at a commission of 5%, 
all terms and conditions of sale being 
fixed by the agreement, which was deter- 
minable at any time without notice. Ap- 
pellant was so successful in its sales ef- 
forts with regard to that product that 
the American manufacturer decided to 
set up a Canadian subsidiary company 
to market it, and appellant’s agency to 
sell that product was accordingly can- 
celled, though it remained the American 
manufacturer's exclusive sales agent for 
other products. In connection with that 
cancellation the American company paid 
appellant $10,512 in consideration of its 
past services in the distribution of the 
American company’s products in Canada 
and as compensation for other expenses 
not covered by commissions. 

Held (Mr. Fordham), the sum referred 
to was not in the nature of a gift but 
accrued to appellant in view of its 
agency and was a profit thereof: Herbert 
v. McQuade (1902) 2 K.B. 631 (C.A.), 
applied. 


Ont, Nov 24/54 Dismissed 


203 v. M.N.R. 
Business Profit or Capital Gain — Pro- 
motion of company to buy land and 
build houses — Series of abortive de- 
velopment schemes — Sale of property 
— Nature of gain — Speculative intent 


A solicitor, an architect and a textile 
salesman, in search of a long-range in- 
vestment, formed a private company 
whose stated objects were to carry on the 
business of a real estate and investment 
company, general contractors and build- 
ers, real estate agents, brokers, managers, 
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warehousemen, and similar businesses. 
In December 1951 the three promoters 
purchased 70 acres of vacant land for 
$25,000, with the object of building 
houses thereon for sale or lease or of sub- 
dividing it into lots and selling some of 
the lots to developers and retaining the 
rest for commercial development; and the 
property was then transferred to the com- 
pany for shares therein. The company 
was, however, unable to obtain funds to 
finance its building operations, and it 
was then discovered that a municipal 
by-law prevented the use of the land 
for commercial purposes. At this point 
the company found a purchaser for a 
large part of the land and made a profit 
of more than $15,000 on the sale. It 
then purchased another parcel of land 
for $50,000 with a view to erecting a 
motel thereon, had plans drawn up for 
the construction of an impressive build- 
ing, but once again its hopes were frus- 
trated for inability to obtain financing, 
and after having refused previous offers 
to purchase the land the company ac- 
cepted an offer from an oil company to 
buy it in June 1953. Following this the 
company purchased a one-sixth interest 
in a company which owned some apart- 
ment houses. It was assessed to tax on 
the $15,000 profit above-mentioned 
which it made in 1952 on its first sale 
of property, and appealed, contending 
that the profit in question was a capital 
increment consequent on the investment 
of money. 

Held (Mr. Fordham), the enterprise un- 
dertaken by the three directors of the 
company was far from being merely an 
investment, and had it been carried 
through as planned the company would 
have been in the building business in a 
big way. The whole series of trans- 
actions was more in the nature of a 








RCH 


sses. 
ters 
for 
ling 
sub- 
> of 
the 
the 
om- 
any 
3 to 
| 
pal 
and 
int 
re 
ofit 
It 
ind 
r a 
for 
Id- 
1S- 
1g, 
rs 





PRT ee 





1955 


speculative venture than an investment, 
and had it met with success the com- 
pany’s income tax liability might easily 
have dwarfed that under consideration. 

Nov 30/54 Dismissed 


213 v. M.N.R. 
Business — Series of purchases and sales 
— Whether mere realization of invest- 
ments or a business — Speculative intent 


Appellant, a young man, farmed off 

and on from 1943, was employed for 
31/4, years in a car manufacturing com- 
pany, and was usually finding something 
to buy and then sell at a profit. During 
1949 and the three following years he 
bought a farm for $12,000, sold his house 
for $3,500, sold the farm house for 
$6,200, a half-interest in the farm for 
$15,000, and the remaining half-interest 
for $17,500, bought 62 acres of land 
for $9,300, bought and sold cattle, 
bought a half-interest in a well-digging 
business operated by a brother, in which 
he had since been engaged. His gain 
from these transactions and various other 
sales was more than $41,000, none of 
which he reported as income. 
Held (Mr. Fordham), on the evidence 
his activities could not be regarded as 
merely realizing investments; regarded as 
a whole they were of a speculative rather 
than an investment nature, and consti- 
tuted a business in themselves. 


Nov 17/54 Dismissed 


205 v. M.N.R. 


Provincial corporation tax deduction — 
Quebec company — 1953 fiscal yea 
overlapping 1952 calendar year — Cal- 
culation of tax deduction — ITA 1952, 
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secs. 39, 40 (amended by 1952-53, c. 40, 
secs. 38, 39) 


Appellant company, whose 1953 finan- 
cial year ended on January 31, 1953, 
claimed a deduction of 7% of its tax 
otherwise payable for the 1953 taxation 
year under ITA 1952 s. 40(1)(b) (as 
amended by 1952-53, c. 40, s. 59), and 
s. 400 of the ITRegs., which provide for 
a deduction for a taxation year of 7% 
of the tax otherwise payable in the case 
of corporations of appellant’s class which 
carry on business in Quebec. Subsection 
(2) of the amending section provides 
that the amendment (raising the deduc- 
tion from 5% to 7%) should apply 
to the 1953 and subsequent years. Sec- 
tion 39 of ITA 1952 (as amended by 
1952-53, c. 40, s. 58) sets out the rates 
of tax payable by corporations, and sub- 
sec. (4) of the amending section pro- 
vides that where a company’s taxation 
year begins in 1952 and ends in 1953 
(as was the case with appellant) its in- 
come should be apportioned to the two 
calendar years and the respective rates of 
tax for those years applied in computing 
the tax. 


Held (Mr. Fisher), the Minister erred 
in allowing a tax deduction to appellant 
of 5% only on the portion of its in- 
come allocated to the 1952 calendar year. 
While s. 39 of the ITA 1952, as amend- 
ed, required the rate of tax to be applied 
to the 1952 and 1953 calendar year in 
determining the tax otherwise payable, 
s. 40 of the Act as amended laid down 
no similar rule in regard to the amount 
cf the tax deduction and appellant was 
therefore entitled to a tax deduction of 
7% for its 1953 taxation year notwith- 
standing that most of its 1953 taxation 
year was in the 1952 calendar year. 

Dec 1/54 Allowed 
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Sockman v. M.N.R. 


Oil and Gas — Lease of oil underlying 
land — Payment for severance and in- 
convenience — Income or capital 


Pursuant to orders of the Alberta 
Right of Entry Arbitration Board the 
lessee of the mineral rights underlying 
appellant’s lands paid appellant certain 
sums in 1950 and 1951 for surface rent- 
al, rights-of-way, damage to land, and an 
annual allowance for severance and in- 
convenience, the amounts paid for sever- 
ance and inconvenience in 1950 and 
1951 being $1,000 and $3,000 respec- 
tively. Appellant was assessed to in- 


come tax in respect of the sums paid 
him by the lessee in 1950 and 1951 and 
appealed against the inclusion of the 
sums paid him for severance and incon- 
venience, contending that these sums were 
in the nature of compensation for dam- 
age to his land and therefore of a cap- 


ital nature. 

Held (Messrs. Snyder and Fisher), the 
payments for severance and inconvenience 
were required to be included in comput- 
ing appellant’s income for the years in 
which they were received. 


Alta, Nov 29/54 


Saunders v. M.N.R. 
U.S.-Canada Income Tax Convention — 
Retired U.S. naval officer resident in 
Canada — Receipt of retired pay — Not 

a pension — Not taxable in Canada 


Dismissed 


Saunders, an officer of the U.S. Navy, 
voluntarily retired in 1947 and took up 
residence in Canada though remaining 
a USS. citizen. Each year thereafter he 
received from the U.S. Government, in 
monthly instalments, a total of $4,937.60 
which was termed “retired pay” and was 
subject to the U.S. federal income tax. 
Saunders was assessed to Canadian in- 
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come tax on these yearly payments pur- 
suant to Article VI A of the U.S.-Canada 
Income Tax Convention as amended in 
1950, under which “pensions”, defined 
as periodic payments made in considera- 
tion of services rendered or by way of 
compensation for injuries received, paid 
by the Government of one contracting 
State to its citizens resident in the other 
contracting State, were exempt from tax 
by the paying country, while under 
Article VI remuneration paid by the 
U.S.A. to a US. citizen for governmental 
services was exempt from tax in Canada 
if the U.S. citizen were resident here. 
Expert evidence was given that in the 
U.S.A. the moneys paid appellant were 
classed as “retired pay” and not as a 
pension, and that appellant remained 
subject to recall for naval service through- 
out his life until such time as he became 
officially classified as “wholly retired”, 
which could only occur if he became 
physically unfit for further naval service. 
Held (Mr. Fordham), the U.S.-Canada 
Income Tax Convention must be liberal- 
ly construed in the interests of the unity 
of nations and to prevent double taxa- 
tion, and as there was nothing in the 
Convention or Protocol to show that “re- 
tired pay” was the same as a “‘pension” 
whilst the evidence showed that in the 
U.S.A. a “retired” naval officer received 
“retired pay” and not a pension until 
he became “wholly retired”, it must be 
found that what appellant received was 
retired pay, which was exempt from tax 
in Canada. 

Held, also, when, as here, an assessing 
practice of long standing, viz not to 
assess “retired pay”, is suddenly changed, 
a Court should hesitate to confirm it: 
Gilhooly v. MNR [1945] Ex. C.R. 141 
per Cameron J., at p. 159, appealed. 
Ont, Nov 30/54 Allowed 
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1. DEDUCTIBILITY OF BUSINESS 
EXPENSES 


Secs, 11(1) and 12(1) 


Section 12(1) of the Income Tax 
Act provides that, in computing in- 
come, no deduction shall be made in 
respect of — 

(a) an outlay or expense except to the 
extent that it was made or incurred 
by the taxpayer for the purpose of 
gaining and producing income from 
property or a business of the tax- 
payer; 

(b) an outlay, loss or replacement of 
capital, a payment on account of 
capital 

Under these provisions (and others 
as well) many expenses necessarily in- 
curred in carrying on a business are 
not deductible in computing income 
for taxation purposes. Having regard 
to the present high level of taxation in 
Canada, the disallowance for tax pur- 
poses of expenses which, from the 
standpoint of a taxpayer, can under- 
standably be regarded as of a nature 
essential to his business operations, 
creates resentment on the part of the 
taxpayer and, in certain instances, im- 
poses a definite hardship. We believe 
that this particular problem is present- 
ly under review in Great Britain and 
in other countries and, although we ap- 




























RECOMMENDATIONS ON THE INCOME TAX ACT 
AND EXCISE TAX ACT 


(See Notes and Comments on page 127) 
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preciate the fact that a clear definition 
of deductible expenses, satisfactory to 
all taxpayers, is almost impossible to 
achieve, we believe that greater flexi- 
bility can be achieved without seriously 
impairing the revenue of the Crown 
and without changing the basic con- 
cepts upon which our present Act is 
founded. 

Expenditures which, although neces- 
sarily incurred for business purposes, 
are held to be non-deductible in deter- 
mining business profits under the In- 
come Tax Act include: 

(1) Legal and other costs, including 
professional fees, in connection 
with the ascertainment of income 
tax payable on business profits 
(including appeals from assess- 
ments) or in connection with ac- 
tions brought against the business 
which do not result in the acquisi- 
tion of any asset of enduring value 
not already possessed by the busi- 
ness. 

The costs of acquiring or protect- 
ing a franchise or other long- 
term advantage which, though 
having in fact a life shorter than 
the life of a business, is not limit- 
ed to a definite period in the docu- 
ment which gives rise to it. 

(3) The costs of obtaining a loan cf 


(2) 
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capital (other than the interest 
paid thereon). 

In the opinion of this committee, the 
principle should be recognized in our 
Income Tax Act and in the adminis- 
tration thereof that expenditures of the 
above nature, if bona fide made and 
incurred for business purposes, should 
be deductible in the determination of 
business profits for taxation purposes 
for the year in which they are made 
or incurred. 


2. DEDUCTION OF INTEREST ON 

FIXED TERM DEBT ISSUED AT DIS- 

COUNT AND OF EXPENSES OF ISSUE 
S. 11(€1)(c) 

Under s. 11(1)(c) a deduction is 
permitted of the amount of interest 
(to the extent that it is reasonable), 
(i) upon borrowed money used for the 
purpose of earning income from a 


business or property and (ii) upon 
money payable for property acquired 
for the purpose of gaining or pro- 
ducing income therefrom or frem a 


business. Where bonds or debentures 
to secure a loan are issued at a dis- 
count, i.e. for less than the amount 
repayable by the borrower, the bor- 
rower is allowed no deduction for the 
amount of the discount, despite the fact 
that it is as much a cost of the lvan 
as is the interest thereon. Further, 
no deduction is allowed for the cx- 
penses, i.e. necessary printing cuvsts, 
lawyers’ and accountants’ fees, incurred 
by the borrower in issuing bonds, de- 
bentures, or other fixed term debt. 


Recommendation: It is recommended 
that a deduction for such charges as 
are mentioned above should be allowed 
in the cases of bonds, debentures and 
other fixed term debt issued on a basis 
whereby the same are not convertible 
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into share capital, by amending s. 

11(1)(c)— 

(a) to permit the deduction, over the 
term of a loan, of an annual pro- 
vision for discount and/or under- 
writers’ commissions on bonds, de- 
bentures or other fixed-term debt 
(excluding debt issued on a con- 
vertible basis) not exceeding 59 
of the face amount of the security, 
and 
to permit other costs incidental to 
an issue of bonds, debentures or 
other fixed-term debt (excluding 
debt issued on a convertible basis) 
to be deductible by anrual write- 
off over the term of the loan. 


3. RESERVES 
Secs. 12(1)(e), 85B, 11(1)(e), 6(e) 
Under sound commercial practice, 
the term “reserve” is no longer norm- 
ally applied with respect to the follow- 
ing: 

(1) Deductions made from the stated 
value of an asset for the purpose 
of (a) reducing it to the amount 
expected to be realized, e.g “‘re- 
serve” for doubtful accounts, or 
(b) indicating the portion of its 
cost which has been charged 
against operations, e.g. “reserve” 
for depreciation. 

Estimates of expenses payable 
(where exact amount payable has 
not yet been ascertained) with re- 
spect to the year’s business, c.g. 
“reserve” for salesmen’s commis- 
sions, “reserve” for taxes. 
Estimated probable future’ costs 
(based on actual experience) in 
respect of otherwise completed 
transactions, e.g. “reserve for 
product guarantees. 

(4) Prepaid income received for ser- 














vices or goods to be supplied in 
the future, e.g. tickets sold by 
transportation or amusement com- 
panies, dairies, bakeries, etc. 

(5) Deposits received or charges made 
in connection with shipment or 
sale of returnable containers. 


The above types of transactions are 
held, in the business sense, to be prop- 
erly deducted from (or excluded from) 
income in arriving at business prcfits 
for any given period and are normally 
determined on the basis of the actual 
experience of the particular business. 


On the other hand, true “reserves” 
in the commercial sense are held to re- 
late only to amounts appropriated from 
net profits, after such profits have been 
ascertained; such appropriation may be 
made either at the discretion of the 
management or pursuant to statutory 
or other requirements, e.g., general re- 
serves, contingency reserves, reserves 
for possible future decline in inventory 
values, sinking fund reserves etc. These 
reserves may normally be regarded as 
part of the shareholders’ equity. This 
limitation in the use of the term “re- 
serve” is supported by terminology 
used in the recent revision of the On- 
tario Corporations Act and by account- 
ing publications in Canada, United 
States, and the United Kingdom. 

* * * * 


The present sections of the Income 
Tax Act dealing with “reserves” in- 
clude: 

(1) Section 12(1)(e), which prohibits 
the deduction, in computing in- 
come, of an amount transferred or 
credited to a reserve, contingent 
account or sinking fund except as 
expressly permitted by the Act. 

(2) Section 11(1)(e), which permits 
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the deduction of a reasonable 
amount as a reserve for doubtful 
debts, subject to the amount there- 
of being included in the taxpayer’s 
income in the following year (s. 
6(e)). 

(3) Section 85B, dealing with “Special 
Reserves”. 

Section 85B (enacted in 1953) pro- 
vides that all receipts and receivables 
of a year are to be included in comput- 
ing the income of that year subject to 
the allowances of reasonable “reserves” 
(which are to be brought into taxable 
income in the succeeding year) with 
respect to a trader's obligation to de- 
liver goods, render services or redeem 
containers, rentals paid in advance for 
land or a ship, profit portion of price 
of property sold which is not payable 
for more than two years. 


In establishing the general rule that 
amounts prepaid for goods and ser- 
vices are to be included in computing 
the profit of the year in which they are 
received rather than that in which they 
are earned, s. 85B violates the basic busi- 
ness principle that periodic profit can on- 
ly be ascertained by setting off the costs 
against the receipts attributable to the 
transactions of a period. 


The introduction of s. 85B in 1953 
relieved and clarified the position of 
many taxpayers in respect of which un- 
certainty then existed due to the in- 
terpretation of the Act prior to the 
introduction of s. 85B. However, the 
construction of the section is basically 
faulty in relation to sound commercial 
practice and the application of statu- 
tory rules to the ascertainment of busi- 
ness profit inevitably results in serious 
difficulties. 


The 1954 revision to the United 
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States Internal Revenue Code recog- 
nized the problems under discussion 
above and clarified the treatment, for 
taxation purposes, of prepaid income 
and provisions for estimated future 
expenses in order to bring such treat- 
ment more into line with sound busi- 
ness accounting practice. 

Recommendation: It is accordingly 
recommended that s. 12(1)(e) be re- 
pealed since the deduction of true “re- 
serves” as used in the business sense 
is not admissible in the proper de- 
termination of business profits and 
since s. 4 of the Income Tax Act ap- 
pears to provide adequately for the 
taxation of true business profits when 
it defines “income” from a business or 
property as being the profit therefrom. 
If, however, greater certainty and pro- 
tection is required to ensure the ef- 
fective assessment of tax on business 
profits, the s. 12(1)(e) could be re- 
tained if the term “reserve” is used 
only in its proper business sense, as 
outlined above. 

It is also recommended that, in view 
of our strong belief that the construc- 
tion of s. 85B conflicts with normal 
business practice, this section be re- 
pealed. 


4. PAYMENTS BASED ON 
PRODUCTION OR USE 
S. 6(j) 

Section 6(j) provides for the inclu- 
sion in income of ‘amounts received by 
the taxpayer in the year that were de- 
pendent upon use or production from 
property whether or not they were in- 
stalments of the sale price of the prop- 
Mic 

Although the apparent intent of this 
provision is to prevent the acquisition 
of capital through payments of non- 
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taxed income, the present provision 
goes beyond that intent and may im- 
pose a double tax on income or a tax 
on capital, depending upon the point 
of view. In some cases, capital re- 
ceipts appear to be subjected to tax 
under this section; in other cases, where 
receipts are taxed in the hands of the 
payee, no corresponding deduction un- 
der s. 11 of the Act is permitted to the 
payor which might reasonably be 
granted to him. 

Recommendation: It is recommended 
that the above inequities be removed 
from s. 6(j). 


5. CHARITABLE DONATIONS 
LIMITATION ON DEDUCTION 
IN TIME AND AMOUNT 
S. 27(1)(a) 

Under s. 27(1)(a) gifts made by a 
person in a taxation year to recognized 
charities are deductible in computing 
the taxpayer's income to the amount 
of 5% of a corporation’s and 10% 
of an individual’s income for the year. 
In the case of a corporation or an in- 
dividual carrying on business, a con- 
tribution is not recognized as an or- 
dinary business expense, however, with 
the result that the amount thereof is 
not taken into account in computing 
the amount of a business loss which 
may be applied against the profit of the 
preceding year and of the five succeed- 
ing years under s. 27(1)(e). 

In the conditions of today charitable 
contributions have, in fact, become or- 
dinary business expenses which virtu- 
ally every person carrying on business 
finds it necessary to make as a mem- 
ber of the community. Moreover, cor- 
porations and businessmen frequently 
find it necessary to make binding com- 
mitments to contribute a certain am- 
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ount annually for a number of years to 
charitable bodies with respect to capital 
campaigns for the expansion of essen- 
tial community services. It may thus 
happen that, in any year, the amount of 
a taxpayer’s charitable contributions 
are found at the close of that year to 
exceed the statutory limit, and no de- 
duction can be claimed for the excess 
in that year or in succeeding years. 

Recommendation: It is accordingly 
recommended that the Act be amend- 
ed to permit the amount of charitable 
donations made in any year in excess 
of the maximum amount deductible in 
that year to be deemed to be made in 
one or more of the five succeeding 
years in which the taxpayer's charitable 
donations are less than the maximum 
amount deductible. 


6. CHARITABLE DONATIONS TO 
FOREIGN CHARITIES 
S. 27(1)(a) 

Under s. 27(1)(a) the deduction 
permitted in respect of donations to 
charity is confined to those made to 
charitable bodies in Canada. 

Recommendation: It is recommended 
that consideration be given to the de- 
sirability of permitting a taxpayer to 
deduct donations to charities in a for- 
eign country in computing taxable in- 
come for a year to the extent of 5% 
of the income of a corporation from 
that country and 10% of the income 
of an individual from that country. 


7. TAX CREDIT ON TAXABLE 
DIVIDENDS FROM PERSONAL 
CORPORATIONS 
Secs. 38 and 67(7) 


The tax credit 1 which an individ- 


ual is entitled under s. 38 in respect of 
dividends received by him in the year 
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from taxable corporations to the extent 
that such dividends were included in 
computing his income for the year does 
not extend to dividends received by 
an individual from a personal corpora- 
tion in a year notwithstanding that the 
dividends are required to be included 
in computing the income of the share- 
holder under s. 67(7). 
Recommendation: It is recommended 
that the Act be amended to allow a tax 
credit in respect of dividends received 
by an individual in a year from a per- 
sonal corporation to the extent that 
such dividends are required to be in- 
cluded in computing his income for the 
year under the provisions of s. 67(7). 


8. ASSOCIATED CORPORATIONS: 
APPORTIONMENT OF LOW RATE: 
TIME OF ELECTION 
S. 39(3a) 

Section 39(3a) permits associated 
corporations to apportion among them 
the low rate of tax on $20,000 of their 
aggregate income in such amounts as 
they may agree by filing a prescribed 
form on or before the earliest day on 
which a return for the taxation year 
was filed by any of the corporations as 
required by s. 44. The respective in- 
comes of the companies in the group 
cannot be known with certainty on the 
earliest filing date of any of them 
where the fiscal years of the companies 
differ. Furthermore, the amount of in- 
come reported by a company may sub- 
sequently be altered on assessment and 
in case one or more of the companies 
suffers a loss in the following year the 
taxable income for the prior year will 
be reduced. In any of these cases, part 
or all of the benefit of the lower rate 
of tax on the first $20,000 of the com- 
panies’ aggregate income may be lost. 
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Recommendation: It is accordingly 
recommended that the agreement to ap- 
portion should be permitted to be filed 
on or before the /ast day on which a 
return for the taxation year should 
have been filed by any of the companies 
in accordance with s. 44 or s. 46(5) of 
the Act. 


9. CREDIT FOR PROVINCIAL 
CORPORATION INCOME TAXES 
S. 40: Regs. Part IV 

The announced intention of s. 40 
was that a company which resided or 
carried on business in a Province which 
imposed a corporate income tax should 
not, merely because of that circum- 
stance, be subject to a greater total 
amount of taxation, apart from that 
arising from variations in Provincial 
taxes, than any other company which 
did not reside or carry on business in 
the Province. The credit under s. 
40(1)(b) was clearly intended to pro- 
duce this equalizing result. 


Because of the differences between 
the rules of allocation of a company’s 
income under the Quebec Corporation 
Tax Act and under Part IV of the In- 
come Tax Regulations, the equalization 
will rarely occur in the case of a com- 
pany which carries on part of its ac- 
tivities in Quebec and part in some 
other Province or Provinces. In many 
cases, the credit under s. 40 will fall 
far short of the tax imposed by Quebec 
and, in other cases, the credit will ex- 
ceed the Quebec tax by a substantial 
margin. For example, in the case of a 
manufacturing company, the usual re- 
sult will be: 

(a) a tax credit that falls short of the 
Quebec tax if the manufacturing 
facilities are chiefly outside Que- 
bec, and 
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(b) a tax credit that exceeds the Que- 
bec tax if the manufacturing facili- 
ties are chiefly in Quebec. 


The situation described is most unde- 
sirable and ought to be corrected. 


Recommendation: It is accordingly 
recommended that the Government of 
Canada take this matter into consider- 
ation with a view to finding a basis of 
agreement with the Government of the 
Province of Quebec respecting the allo- 
cation of the income of a company to 
the various places where it carries on 
business in order that there may be no 
discrimination between companies as 


above described. 


* * * * 


A copy of this recommendation is 
being submitted to the Government of 
the Province of Quebec by the Institute 
of Chartered Accountants of Quebec. 


10. AVERAGING INCOMES OF 
FARMERS AND FISHERMEN 
S. 42 
Under s. 42 the income of a farmer 
or fisherman may be averaged in 5-year 
blocs in accordance with the require- 
ments set out in this section, whence 
it follows that if a farmer or fisher- 
man dies before an averaging bloc is 
completed there is no right to average 
his income for the period expired to 
the date of his death. 


Recommendation: It is accordingly 
recommended that s. 42 be amended to 
permit the income of a farmer or fish- 
erman to be averaged for the period 
commencing with the taxation year 
immediately following his last averag- 
ing period and terminating with the 
taxation year in which he died. 
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11. INTEREST ON UNPAID TAXES — 
TIME LIMIT 
S. 54(6) 

Under s. 54(6) no interest is pay- 
able on the amount of unpaid taxes 
from the expiration of one year from 
the date of filing the return until 30 
days after the notice of original assess- 
ment is mailed. The practice of issu- 
ing notices of assessment immediately 
after receipt of the taxpayer’s return 
of income and later issuing a revised 
assessment for additional tax has the 
effect of depriving the taxpayer in such 
cases of the relief which it was mani- 
festly the intention of Parliament to 
grant him. 

Recommendation: It is accordingly 
recommended that s. 54(6) be amend- 
ed to provide that interest shall re-com- 
mence only from 30 days after the day 
of mailing of the notice of re-assess- 
ment establishing any additional am- 
ount of taxable income instead of 30 
days from the day of mailing of the 
notice of the “original assessment”. 


12. COSTS OF APPEAL 
Secs. 59 and 60 

Under sections 59 and 60 a taxpayer 
has a right of appeal from an assess- 
ment to the Income Tax Appeal Board 
or, at his option, to the Exchequer 
Court of Canada and, if he appeals to 
the former, an appeal from the decision 
lies to the Exchequer Court. In many 
cases a further appeal lies to the Su- 
preme Court of Canada under the pro- 
visions of the Supreme Court of Can- 
ada Act. While it is fully recognized 
that a person who wishes to litigate a 
dispute must assume the risk of the 
costs thereof should he prove unsuc- 
cessful, it is thought that in the case 
of litigation for the purpose of ascer- 


taining the true meaning of the In- 
come Tax Act there is room for the 
generous exercise of grace by the 
Crown in the matter of the costs of 
appeal. No statute has a more direct 
and immediate effect on the public 
than has the Income Tax Act. 


Recommendation: It is recommended 
that the appropriate Minister make a 
public pronouncement to the effect that 
it will be the policy of the Crown that 
where a taxpayer succeeds in a tax ap- 
peal in the Exchequer Court in a mat- 
ter which concerns the proper con- 
struction of the Income Tax Act the 
Crown, if it desires to appeal, will, in 
its discretion and as a matter of grace, 
bear the costs of the taxpayer in the 
Supreme Court of Canada. 


13. NON-RESIDENT-OWNED 
INVESTMENT CORPORATIONS 
S. 70(4) 

The opening words of s. 70(4), to- 
gether with clause (d) therein, ap- 
pear to imply that the election stated 
in clause (d) is to be made each year. 

Recommendation: It is recommended 
that the section be amended to make 
clear that the election is valid while 
the conditions stated in clauses (a), 
(b), and (c) still exist and the elec- 
tion is not revoked. 


14. SPECIAL CONTRIBUTIONS BY 
EMPLOYERS TO SUPERANNUATION 
FUNDS 
S. 76 
Section 76 provides that where an 
employer makes a special payment in- 
to a pension fund or plan in respect 
of past services, the payment may be 
deducted over a period of ten years. 
The payment can be made either in in- 
stalments or can be prepaid. A prob- 
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lem arises in cases where such a special 
payment is prepaid and then, before 
the full amount of the payment has 
been deducted, the assets of the tax- 
payer are sold and the taxpayer ceases 
to have income against which the de- 
ductions can be claimed. 


A taxpayer makes such a special pay- 
ment on the understanding it will be 
deductible for corporate tax purposes. 
The Department of National Revenue 
favours the early funding of pension 
plans as a matter of policy. How- 
ever, at the time such a special pay- 
ment is made by a taxpayer, it cannot 
be forecast whether the taxpayer will 
discontinue business or sell its business 
within ten years and cease to earn in- 
come. In these circumstances it is sub- 
mitted that the special payment should 
be deductible in full for corporate tax 
purposes. In a case where the pur- 


chaser of assets continues the pension 
plan, it is considered that the purchaser 
should be entitled to deduct the un- 
amortized portion for tax purposes of 
the special payment because prepay- 
ment will normally be reflected in the 


purchase price for the assets. How- 
ever, if the purchaser is granted the 
deduction, the vendor should not also 
be allowed the deduction either for 
corporate tax purposes or in calculat- 
ing its undistributed income on hand. 


Recommendation: It is accordingly 
recommended that, where a taxpayer 
has made a special pension payment in 
respect of past services and sells all or 
substantially all the assets of its busi- 
ness at a time when the payment has 
not been fully deducted and the pur- 
chaser continues the pension plan in 
effect, the vendor and purchaser should 
be entitled to make an election which 
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will in effect place the purchaser in the 
same position as the vendor had been 
with respect to the deduction of the 
unamortized balance of the special pay- 
ment. An analogous provision is s. 
85D relating to accounts receivable and 
reserves for doubtful accounts. 


The amendment should provide that, 
if such an election is made, 


(a) the purchaser will be entitled to 
deduct the portion of the special 
payment or payments not deducted 
by the vendor, at the same rate 
per year as the vendor would 
otherwise be entitled to deduct 
such payment or payments; and 
the vendor would not be entitled 
to deduct the unamortized portion 
of the special payment or pay- 
ments either in computing its in- 
come or, if a corporation, in com- 
puting its undistributed income on 
hand. (See s. 82(1) (a) (ii) 
(C)). 

It is also recommended that in a case 
where the taxpayer discontinues busi- 
ness, without sale, the whole of the 
then unamortized payments be made 
deductible from taxable income. 


15. DEFINITION OF “UNDISTRIBUTED 
INCOME ON HAND” 
S. 82(1)(a) 

Recommendation: It is recommended 
that the formula expressed in s. 82(1) 
(a) be amended to the following effect: 
“Undistributed income on hand” of a 
corporation at any time in a specified 
taxation year means the aggregate of 
the incomes of the corporation for the 
taxation years beginning with the taxa- 
tion year that ended in 1917 and end- 
ing with the last taxation year that ter- 
minated before that time or that ter- 
minated with the specified taxation year 
if it terminated at that time minus the 

aggregate etc. etc. 
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16. INCOME TAX APPEAL BOARD 
S. 89(4) 
Section 89(4) states that upon ap- 
peal to the Income Tax Appeal 
Board — 


“the Minister shall forward to the 
Board copies of all documents relevant 
to the assessment’. 


What is relevant to the assessment is 
a matter of opinion. A report made 
by one member of the income tax di- 
vision to another may be relevant. The 
Notice of Objection to the assessment 
and/or the reply of the Minister may 
be relevant, or may be relevant in some 
instances and not in others. 


The Minister is not required to give 
notice to the taxpayer of what he has 
or has not filed with the Board, nor is 
this done in practice, despite the fact 
that he does give a reply to the no- 
tice of appeal to the Board and files 
certain documents. 


Accordingly, under the existing law 
and practice the taxpayer is without 
notice of what has or has not been 
filed; 


Recommendation: It is recommended 
that the present provision be repealed 
and replaced by an enactment along 
the following lines: 


89.(4) Immediately after receiving the 
notice of appeal, the Minister shall file 
with the Board a copy of the assessment, 
copies of any income tax return or re- 
turns of the taxpayer, relevant to the 
assessment, a copy of the Notice of Ob- 
jection to the assessment and a copy of 
the reply of the Minister to the objec- 
tion, and the Minister shall give a re- 
ply to the notice of appeal, and the re- 
ply to the notice of appeal shall include 
a statement of the material which he 
has filed with the Board under the pro- 
visions hereof. 
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17. ARMS LENGTH: 
IRREBUTTABLE CONCLUSION 
S. 139(5) 

Section 139(5) provides that related 
persons shall be deemed not to deal 
with each other at arms length and 
that it shall be a question of fact 
whether persons not related to each 
other were at a particular time dealing 
with each other at arms length. 


Recommendation: It is recommended 
that, in place of the irrebuttable conclu- 
sion that related persons as defined by 
subsecs. (5a) to (5d) and subsec. (6) 
do not deal with each other at arms 
length, the Act should provide that 
they shall be presumed not to deal with 
each other at arms length so that the 
taxpayer may have the opportunity of 
rebutting the presumption by evidence 
satisfactory to a court of law. 


18. LEASEHOLDS, PATENTS, 
FRANCHISES, CONCESSIONS, LICENCES 
Reg. 1100(1)(b) 

Under reg. 1100(1)(b) the capital 
cost allowance for leasehold property 
is computed separately in respect of 
each property and on a straight-line 
basis, although all of such leasehold 
property constitutes one class under 
class 13 of Schedule B. The same is 
true under reg. 1100(1)(c) of patents, 
franchises, concessions and licences de- 
scribed in class 14 of Schedule B. Un- 
der s. 20(1) and reg. 1100(3), how- 
ever, all of a taxpayer’: property of one 
of the classes described is lumped to- 
gether for the purpose of recapturing 
capital cost allowances and claiming a 

terminal allowance. 

Recommendation: It is recommended 
that a taxpayer have the right to elect 
that each item of property described in 
classes 13 and 14 of Schedule B con- 
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stitute a separate class so that the re- 
capture and terminal provisions, as well 
as the percentage deduction provision, 
may apply to each property separately 
and that, once an election is made, 
it be binding on the taxpayer except 
with the consent of the Minister. 


19. LEASEHOLDS: CAPITAL COST 
ALLOWANCES 
Reg. 1102(4) and (5) 

In the case of long-term building 
leases, e.g. for 99 years (leases of that 
duration being common particularly in 
the Province of Newfoundland), where 
the consideration includes substantial 
amounts for buildings which were up- 
on the land at the time the lease was 
executed, the leaseholder can claim cap- 
ital cost allowances under reg. 1100(1) 
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(b) and 1100(9) only at the rate of 
214% in respect of the cost of such 
buildings, and only the cost of build- 
ings erected since the execution of the 
lease are eligible for capital cost al- 
lowances under reg. 1102(4) and (5) 
at the higher rates authorized for build- 
ings on freehold land which fall un- 
der class 3 or class 6 of Schedule B. 
No doubt this inequity to long-term 
leaseholders was inadvertent. 

Recommendation: It is recommended 
that taxpayers have the right to elect 
to claim capital cost allowances in re- 
spect of pre-existing structures on 
leasehold property at the rates auth- 
orized for property of class 3 or class 
6 rather than the rate for property of 
class 13. 


B. THE EXCISE TAX ACT 


1. DEFINITION OF “SALES PRICE” 
S. 29(1)(f) 

The definition of “sales price” in s. 
29(1)(f) is defective in that it fails 
to take into account concessions allow- 
ed for many years by the Excise Branch 
in the form of wholesale discounts and 
similar arrangements whereby manu- 
facturers selling directly to retailers or 
consumers pay tax upon a price which 
is less than the actual selling price. As 
these arrangements appear to be neces- 
sary for the equitable enforcement of 
the Act, it is most desirable to give 
them a firm legal basis, so that an ag- 
grieved taxpayer may have recourse to 


the Courts in the event of a dispute 
concerning the rate of wholesale dis- 
count to be allowed or related matters. 

Recommendation: It is accordingly 
recommended that the definition of 
“sales price” in s. 29(1)(f) be revised 
for greater precision and clarity. 


2. RIGHT OF APPEAL 
Secs. 57 and 58 


In the opinion of the committee an 
appeal procedure should be established 
similar to that provided by secs. 58, 
59 and 60 of the Income Tax Act for 
the appeal of assessments under the Ex- 
cise Tax Act. 











NEWS OF OUR MEMBERS 


ALBERTA 
E. M. Gunderson, C.A. has been elected 
a director of The Canadian Bank of 
Commerce. Mr. Gunderson is senior 
partner in the firm of Gunderson, Stokes, 
Walton & Co., Chartered Accountants, 
Vancouver and Victoria. 


BRITISH COLUMBIA 
H. L. Warner, C.A. has been appointed 
comptroller of Western Bridge and Steel 
Fabricators Ltd., Vancouver. 


MANITOBA 

Price Waterhouse & Co. and Thornton, 
Milne & Campbell, Chartered Account- 
ants, announce that their practices are 
being carried on jointly by the two 
firms. The headquarters of the com- 
bined practices is at 202 Bank of Toronto 
Bldg., Winnipeg. 


George A. Touche & Co., Chartered Ac- 
countants, announce the admission to 
partnership in their Winnipeg office of 
John W. Beech, C.A. 


Gordon E. Grant, C.A. has been named 
general auditor of Canadian Pacific Ex- 
press at Toronto. 


NEW BRUNSWICK 
G. Kenneth McKenzie, C.A. announces 
the removal of his office to Royal Securi- 
ties Bldg., 19 Market Sq., Saint John. 


Hudson, McMackin & Co., Chartered 
Accountants, announce the opening of a 
branch office at No. 5 Eddy Bldg., Bath- 
urst, N.B. 


ONTARIO 
Rogers & Roberts, Chartered Account- 
ants, announce the removal of their of- 
fices to Rm. 609, 100 Adelaide St. W., 
Toronto. 


A. D. Hall, B.Com., C.A. and D. K. Me- 
Nair, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Hall, 
McNair & Co., Chartered Accountants, 
with offices at 2249 Yonge St., Toronto. 


Rumack, Seigel & Co., Chartered Ac- 
countants, 147 Spadina Ave., Toronto, an- 
nounce the admission to partnership of 
Harry Temple, C.A. and Arnold Mandel, 
C.A. 


Samuel S. Speigel, B.Com., C.A. an- 
nounces the admission to partnership of 
John F. Campbell, C.A. Henceforth the 
practice will be conducted under the firm 
name of Samuel S. Speigel & Co., Chart- 
ered Accountants, with offices at 67 Elm 
St. E., Sudbury. 


Lou Fruitman, C.A., Earl B. Smith, 
C.A., and Gerald R. Gillman, C.A. an- 
nounce the formation of a partnership 
for the practice of their profession under 
the firm name of Fruitman, Smith & 
Gillman, Chartered Accountants, with of- 
fices at 2912 Dundas St. W., Toronto. 


Clifford J. Tinkham, C.A. has been ap- 
pointed a partner of R. M. Harcourt & 
Co., members of the Toronto Stock Ex- 
change. 


Norman Wade Co. Ltd., Toronto, an- 
nounces the appointment of Lloyd E. 
Newth, C.A. as executive vice-president. 


J. Rene Dostaler, C.A. announces the 
opening of an office for the practice of 
his profession at 190 Somerset St. W., 
Ottawa. 


Alfred L. Favretto, B.Com., C.A., of the 
firm of Hunt & Favretto, Chartered Ac- 
countants, announces the opening of an 
office at 5 Beech St., Sudbury. 
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QUEBEC 

Benjamin, Small & Co., Chartered Ac- 
countants, University Tower, Montreal, 
announces the admission to partnership 
of Maurice A. Miller, B.Com., C.A. 





Delphis Clairoux, M.Com., C.A. has 
been appointed internal auditor of the 
University of Montreal. 


Ontario Institute 

The presentation of certificates to the 
158 new members successful in the 1954 
examinations was held in the banquet 
hall of the Royal York Hotel, Toronto, 
on Friday afternoon, February 4. Mr. 
Kris A. Mapp, F.C.A., a former president 
of the Canadian and Ontario Institutes, 
gave a very inspiring address. Mr. 
Ampleford, the president of the Institute, 
presented the certificates. About 500 
members and guests attended. 

The Council of the Institute is arrang- 
ing to send to all members a list of the 
members of the Ontario Institute. It has 
been decided to do this as a result of, 
the change in policy of the C.I.C.A. 
whereby the list of members of the 
C.1.C.A. is being sold instead of being 
given to the members. The list which 
should be available by February 15 in- 
cludes changes in membership up to 
about September 1954. 

The 72nd anniversary dinner of the 
Ontario Institute will be held in Toronto 
on Friday evening, March 11. J. G. 
Glassco, O.B.E., F.C.A., president of the 
Canadian Institute, will be the speaker. 
The annual meeting will be held on the 
morning of Friday, June 10 in the Royal 
York Hotel, Toronto. 


The Students’ Association has arranged 
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SASKATCHEWAN 
McCartney & Marsh, Chartered Ac- 
countants, announce the removal of their 
offices to the New Credit Union Bldg., 60 
High St. W., Moose Jaw. 


Major H. T. Spohn, C.A. has been ap- 
pointed honorary lieutenant-colonel of 
the 6th Ordnance Battalion, Royal Can- 
adian Ordinance Corps. 


INSTITUTE NOTES 


for the Institute library to be open on 
Monday evenings from 7:45 to 9:45 p.m. 
The reading room and library facilities 
are available to members as well as to 
students on these evenings. 


Ontario Students Association 
TORONTO BRANCH 


On January 11 over 100 students at- 
tended a panel discussion on the career 
opportunities available to a chartered 
accountant. Mr. John Craig, F.C.A. pre- 
sented those available to the practitioner, 
Mr. Harold Rea, F.C.A. spoke on those 
in industry, and Mr. George Spence, 
F.C.A. outlined the possibilities in gov- 
ernment service. Panel chairman was 
Mr. Frank Buck, F.C.A., executive sec- 
retary of the Institute. 

At the next meeting, on Tuesday, Feb- 
ruary 8, Mr. Norman A. White, director 
of public relations of the Toronto-Do- 
minion Bank, talked on “Public Rela- 
tions”. His subject was presented in 
such a way that interest never flagged. 
There was an active question period af- 
ter the talk followed by refreshments. 


The March meeting (Tuesday, March 
8) will tackle “Taxes and the Budget” 
with, it is hoped, an executive of the 
Canadian Tax Foundation in the spot- 
light. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 
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The Basis of Accounting, by J. E. 
Smyth, M.Com., C.A., (Experimental 
Edition); published by The Ryerson 
Press, Toronto; pp. 104; price $2.50 

In medieval times philosophers de- 
bated at length the question ‘Which 
came first, the hen or the egg?”. Today, 
when teachers of accounting debate the 
problem of how to explain the basis 
of accounting to the uninitiated they de- 
bate at equal length “Which comes first, 
double entry bookkeeping or financial 
statements?”’. How, say some, can you 
understand the essential nature and limi- 
tations of a financial statement without 
first understanding the bookkeeping tech- 
niques which produced the figures it 
contains? But how, say others, can you 
explain bookkeeping techniques logical- 
ly if the student does not know what is 
their ultimate purpose? 

Professor Smyth in his “Basis of Ac- 
counting” has developed a good compro- 
mise between the two schools of thought. 
First he builds up a simple set of finan- 
cial statements without reference to books 
of account, although making the case for 
such if the statements are to be accur- 
ate and complete. He then deals with 
accounting concepts used in the prepara- 
tion of financial statements. Only after 
that does he introduce the reader grad- 
ually into the basic double entry equa- 
tion and how financial statements are 
prepared from it, but even this is ac- 
complished before debits and credits rear 
their ugly heads. By the time they do, 
the reader is familiar with the theory of 
double entry and the end results of 
bookkeeping. The techniques of book- 


RECENT BOOKS 


keeping are then briefly explained. The 
last two chapters round out the book with 
a brief description of limited liability 
companies and the interpretation of fi- 
nancial statements. 

The book is designed for business and 
professional people who would like to 
know more about the theory and concepts 
which underlie the preparation of finan- 
cial statements. It should be useful to 
them in spite of the inevitable over- 
simplification of accounting concepts im- 
posed by dealing with a subject of this 
magnitude in 104 pages. 

Whether Professor Smyth has discov- 
ered the most satisfactory method of re- 
solving the accountants’ version of the 
hen-egg conflict cannot be answered by 
a chartered accountant. The answer can 
come only from one who is studying ac- 
counting for the first time. This book 
can be safely recommended to such a per- 
son as a good introduction to the sub- 
ject. 

J. R. M. WILSON, F.C.A. 
Toronto, Ontario 


Fundamentals of Auditing, by R. K. 
Mautz; published by John Wiley & 
Sons, Inc., New York; pp. 443; price 
$6.00 U.S. 

The author states in his preface, “This 
book is intended for use in a first or 
elementary course in auditing ... . it is 
not proposed either as a review or a 
reference work for practising public ac- 
countants.” This intention, supported 
by a good understanding of the difficul- 
ties which have to be faced by new stu- 
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dents of the subject and by clear direct 
writing, leads to a very useful addition to 
the literature. 


Appropriately, considerable attention 
is devoted to “the auditing attitude” in 
many connections ranging from the col- 
lection and evaluation of evidence by 
the junior auditor to the state of mind 
of the reviewer of work papers. In- 
ternal control receives the emphasis 
which is warranted; this is accomplished 
by a preliminary general discussion of 
the auditor's interest, and by many speci- 
fic references throughout the book. Re- 
port writing is dealt with in an inter- 
esting way; the importance of effective 
writing is stressed and adequate atten- 
tion is given to the technical problems 
which must be faced by auditors. 


This book contains a happy balance of 
theory and procedure. Current problems 


and practices of fundamental significance 
are well reflected, although more com- 
plex controversial difficulties have been 
avoided for the most part. The simple 
mechanics of auditing have been well 
handled. Each chapter concludes with 
a number of well chosen problems. A 
“short audit case” (37 pages) gives the 
beginner an opportunity to see some- 
thing of the way in which an audit 
should be conducted. 


“Fundamentals of Auditing” will be 
of interest and value to anyone who de- 
sires an understanding of the auditor’s 
basic responsibilities and approach to 
his work. In particular, university stu- 
dents and junior auditors in public 
practice, industry, or government will 
find that it merits attention. 


S. G. HENNESSEY, C.A. 

Associate Professor, 

Institute of Business Administration, 
University of Toronto 
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The Economic Future of Canada, by 
Dr. H. M. H. A. Van der Valk; pub- 
lished by McGraw Hill Co. of Can. 
Ltd., Toronto; pp. 203; price $3.75 


Dr Van der Valk, executive director 
for the Netherlands of the International 
Monetary Fund, gives an excellent ac- 
count of the various influences which 
have affected the Canadian economy. 
While the book was originally written 
in Dutch to introduce Canada to Dr Van 
der Valk’s countrymen, it has been ably 
translated into English and should be 
of considerable interest to the business 
and industrial communities of Britain, 
Canada, and the United States. 


In the space available to him the au- 
thor has presented a concise examination 
of this country’s economic structure and 
development and analyzed them in order 
to find an explanation for our phenom- 
enal growth. Canadian economic poli- 
cies and institutions are examined and 
many interesting comparisons are drawn 
with the economies and growths of other 
countries. 


Dr Van der Valk has some interesting 
observations to make on the financing 
of Canada’s economic development. He 
feels that “Canadians are, in general, 
less venturesome and speculative than 
Americans and place their personal sav- 
ings to a large extent in such solid forms 
as life insurance and bank deposits”. 
Therefore these concerns, he points out, 
must play inevitably a very important 
role in the channelling of personal sav- 
ings into investments. The author con- 
cludes this chapter by saying that the cau- 
tious attitude of Canadians has protected 
the banking system from such debacles 
as took place in the United States in the 
early thirties but that the shortage of do- 














mestic venture capital should be exam- 
ined. 

For a young county the domestic sav- 
ings of Canada are extremely satisfac- 
tory, declares Dr Van der Valk, but, “A 
distinction must be made between the 
quantitative and the qualitative pattern 
of this capital supply.  Quantitatively, 
domestic savings would have been suf- 
ficient alone to finance Canada’s rapid 
economic expansion, but qualitatively 
this would not have been true.” 

In brief, Dr Van der Valk is saying 
that in a rapidly developing country, 
the dominant factor is the demand for 
capital for risky enterprises and the sup- 
ply of domestic capital for this purpose 
in Canada is relatively small. He recog- 
nizes that foreign capital will remain 
available but it is always an uncertain 
factor. For this reason he suggests 
greater public interest in investment 
trusts for while they can be of little help 
to new enterprises they can broaden the 
market for equity capital — an important 
factor in a developing economy. 

He is slightly critical of the Canadian 
banking system and asks whether it has 
contributed enough to the development 
of the country. “The savings accounts of 
the banks are a real reservoir of re- 
sources available for investment. A 
large portion of these savings belong to 
individuals with little investment experi- 
ence. They ought to be educated in this 
field, as has been done in other countries; 
this is part of the general economic de- 
velopment of the country. Development 
in this direction seems more in accord- 
ance with the basic function of Canadian 
banks than entering the mortgage busi- 
ness.” 


The book includes interesting esti- 
mates of Canadian population and pro- 
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duction growth. Dr Van der Valk fore- 
sees a population of about 23 millions 
by the mid-1970’s, and gross national 
products will increase by 514% a year 
to a total of $80 million by 1975 in 
terms of 1952 dollars. 

This book definitely offers another 
valuable contribution towards a greater 
knowledge of Canada and our economic 


welfare, past and present. 
R. E. 


Industrial A.ccountant’s Handbook, ed- 
ited by Wyman P. Fiske and John A. 
Beckett; published by Prentice-Hall}, 
Inc., New York, 1954; pp. 1041 and 
index; price $13.50 U.S. 

The front flap of the cover describes 
this impressive volume as a “how-to-do- 
it’”” handbook, but the description scarce- 
ly does justice to the contents. In the 
main, the 24 contributors to this collec- 
tive work have gone far beyond the 
point of explaining mere techniques and 
have given thorough consideration to the 
complex problems of management ac- 
counting and controllership. 


There can be little doubt that this book 
fills a need in the industrial accountant’s 
library. From one source he can now 
find up-to-date information on all the 
special facets of industrial accounting, 
whereas he formerly had to plough 
through dozens of articles in various 
publications. 

In reviewing the book, I asked my- 
self to what extent will it be helpful to 
the accountant in practice. In a paper 
“Management Accounting for Small En- 
terprises” (written for the 10th Inter- 
national Management Congress and re- 
printed in Cost and Management, May 
1954), I had stated, “There is a crying 
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need for people who are or will be well 
grounded in the problems and techniques 
of management accounting and will pro- 
vide consulting services for small busi- 
nesses at reasonable costs.” The practis- 
ing accountant who devotes sufficient at- 
tention to management accounting prob- 
lems will render a most valuable service 
to his clients. But to do so, he will have 
to brush up his knowledge on such mat- 
ters as “‘cost, volume, and profit rela- 
tionships”, a field excellently dealt with 
here by Professor Sterling K. Atkinson 
of the School of Business and Public 
Administration, Temple University. 
Another chapter which both practising 
and non-practising accountants will find 
helpful is “The Organization for Indus- 
trial Accounting”, written by Thornton F. 
Bradshaw, a management consultant for- 
merly connected with the Controllers In- 
stitute of America. It contains the job 
description of the controller as develop- 
ed by Standard Oil Company of Cali- 
fornia and is actually an organization 
manual for an accounting department. 
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Chapters 4 to 9, devoted to cost sys- 
tems, including standards and standard 
costs, are a textbook on cost accounting 
in themselves. Chapters 10 to 12 deal 
with the administration of business sys- 
tems, mentioning even the most recent 
developments of the 5-channel tape. 
Other chapters delve into forecasting and 
planning, inventory values and profit 
measurement, control of operations and 
investment, and pricing policies. 


It is difficult to give a concise and yet 
complete picture of a volume of this 
kind. It will find its place in the library 
of every accounting executive who wants 
to avail himself of an up-to-date source 
of information. At the same time it will 
offer a welcome opportunity to the prac- 
titioner who would like to widen his 
knowledge of industrial accounting 
which, in importance and depth, has cer- 
tainly outpaced strictly financial account- 
ing within the last two decades. ( 


GEORGE MOLLER, C.A., D. Jur., R.I.A. 
Hamilton, Ontario - 


BOOKS RECEIVED 


Safeguards Against Employee Dishon- 
esty in Business: 1954 


This informative little booklet, prepar- 
ed jointly by the American Institute of 
Accountants and the Surety Association 
of America, can be obtained free from 
the latter association located at 60 John 
Street, New York 38, N.Y. Dishonesty 
and fire are the two major causes of loss 
to business enterprise. Fire usually 
makes its presence known immediately, 
but dishonesty frequently is discovered 
only after a subtsantial loss already has 
developed. 


The first section of the booklet covers 


internal control suggestions. The second 
part deals with methods of increasing 
protection against loss through maintain- 
ing a fidelity insurance program. 

It is recommended to members of 
management who are directly concerned. 


Manpower, Labour, Planning, by 
Douglas W. Bray; published by Oxford 
University Press; pp. 96; price $2.25 

A new and challenging approach to 
the fundamental problems in the study 
of talent. The author analyzes the way 
in which personality factors affect work 
performance. 








